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Much has been said about the "global marketplace"
recently.

In Virginia and the other forty-nine American

states America, people are realizing that concentrating on
domestic markets alone will not maintain American economic
superpower status.

They also are noticing the potential for

the profitable sale of their products and services to other
lands.
This paper attempts to shed more lig ht on the nature of
the international marketplace--on the various cultures,
economies and political systems which constitute it.

It is

designed chiefly for Virginians, and begins, after a brief
introduction, with a chapter describing exporting within the
Commonwealth.

Following this chapter, a synopsis of export

procedures gives basic information about the logistics of
exporting.

The remaining chapters study various world

regions, looking at characteristics within them which affect
American and especially Virginia's exports to them.

They are

presented according to the dollar amount of exports which they
received from Virginia in 1989, with the largest purchaser
listed first.
I hope that this paper will help individuals who are
considering exporting their products abroad.

I believe that

in order to sell successfully abroad, a basic understanding of
a customer nation's culture, as well as some knowledge of its
political system and economic structure, is imperative.

My

research into this subject has prepared me to participate in
the global economy; I hope that it will assist others as well.

I certify that I have read this thesis aud fiud that, iu
scope aud quality, it satisfies the requiremeuts for the
degree of Master of Arts.

Dr.

Art

Gunlicks,

Thesis

Advisor
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Chapter Or.e
Ir.troductior.

Durir.g the Middle Ages, the "marketplace" may have
cor.sisted of one village; products were made ar.d sold
locally.

From a busir.ess person's perspective, there was

little need to find out about the preferences of people in
another town, let alone or. another continent.

In the middle

of the twer.tieth century, American made products were sold in
America; there was not much incentive to fir.d out about the
tastes of people in another country.
is differer.t.

Busi9ess in the 1990's

Today there is a "global marketplace."

Technology has made the plar.et smaller, facilitatir.g
communication and transportation between nations.

The world

today, ir. a matter of speaking, is only as far away as the
nearest fax machine.

Ir. a way, trade has beer. democratized:

it is now available to nearly anyone with a unique idea or
product.
As the marketplace has expanded, it has reached more
people; smaller actors have gained the opportunity to
participate ir. it.

As less dominant units affected by trade

policy clamor for a voice ir. its formation, national

1

2

governmer.ts are r.o lor.ger able to claim ir.terr.ational commerce
as their domair. alor.e.

Subr.atior.al actors worldwide are

playing a larger part in internatior.al trade.

For instar.ce,

Chir.a's provinces play a role ir. developing trade
relationships, and Cat��da's provincial goverr.mer.ts form their
1
Within the USA, individual states,
owr. trade strategies.
given a lor.g leash by the federal system which divides power
between the national government and the states, are also
pursuing their own international trade strategies.

Since

American states have different items to sell, their interests
naturally are not the same.

Because of this dissimilarity,

one central trade policy designed in Washington cannot
adequately address the needs of all fifty states.

Ir.

addition, the level of support to exporters coming from the
nation's capital is not adequate to meet all of their needs.
Many states have stepped into the void in order to better
assist their exporters.2
Another drawback to federal versus state programs is that
those issuing from the nation's capital suffer from the weight
of a larger bureaucracy.

For instance, applying for a loan

from the United States Export-Import Bank involves a
cumbersome application process, including much paperwork and a
lengthy processing period.3

Red tape of this sort is easier

to avoid when the bureaucracy is smaller.
Since state leaders live locally, they are aware of what
their state has to sell ir. the international marketplace.
They also are more ir. touch with the needs of native

3

exporters.

Thus, they are better equipped thar. Washingtor. to

develop a trade strategy ur.iquely suited to their state.
Because Goverr.ors ar.d other state leaders are r.ot protected or
hindered by the cushior. of bureaucracy to the same degree as
r.atior.al leaders, they frequer.tly have greater room in which
to mar.euver to construct ar.d promote a specific trade
strategy.

Alor.g the same line, they also have less access

thar. their r.atior.al counterparts to rhetoric blamir.g
foreigners for trade problems, ar.d must, thus, devise cor.crete
solutions.4

Also, sir.ce Goverr.ors do �ot have to respor.d to

the same quar.tity of interests as leaders at the n-tional
level, they are able to create a more focused plan for their
states.

Virgir.ia is a good example of a state which has

devised and followed its own trade strategy in recent years.
It successfully sells its products to mar.y r.atior.s worldwide.
Virgi r.ia Exports to the World 5
(U.S. Thousar.ds)
Regior.
West Europe
East Asia
Car.ada/N.America
Latir. America
Middle East
Africa
Southeast Asia
Australia/Oceania
Caribbean
East Euroee
Grand Total

($)1988
3,637,457
1,297,498
747,684
563,167
285,939
248,223
196,313
83,699
59,167
60 £ 945
7,180,092

($)1989
4,041,881
1,526,840
788,486
615,745
366,270
215,503
214,404
95,442
58,940
47,193
7,970,704

%
Change
11.1
17.7
5.5
9.3
28.0
-13.2
9.2
14.0

% Of
Total
50.7
19. 2
9.9
7.7
4.6
2.7
2.7
1.2

-22.6
11.0

100.0

Since American states have become significant ir. the
formation of the nation's international trade strategy, a

4

comprehensive look at exporting within the United States
naturally involves ar. exarnir.atior. of ar. ir.dividual state, as
well.

This paper looks at America's as well as Virginia's

exporting.
Ir. addition to sigr.ifyir.g a greater role for subnational
actors, the creation of a global marketplace means that each
participant within it will need to be aware of the tastes,
cultures, politics, ar.d economic policies of the other
participanLs in order to succeed.

Throughout history, the

successful salesperson has had to know about her customers in
order to design and market a product that they would buy.

The

rules have not changed today; the marketplace has simply grown
larger.

Fortunately, in a world made smaller by the links of

technology, it is not difficult to learn about and become
friends with individuals residing in any corr.er of the globe.

5

FOOTNOTES
1

Hugh O'Neill, "The Role of the States ir. Trade
Development," Proceedings, The Academy of Political Scier.ce_,
37, No. 4 (1990), pp. 183-4.
2

Ibid., p. 183.

3

Marlene M. Morales, "The XPORT Port Authority Tradir.g
Compar.y: Ar. Ir.r.ovative Approach to Export Development,"
Proceedir.gs, The Academy of Political Science, 37, No. 4
(1990), p. 192.

4
5

O'Neill, p. 189.

Virgir.ia ir. a Global Ecor.omy 1989, (Norfolk, Virginia:
Virginia Department of World Trade, 1990), p. 3.

Chapter Two
Exportir.g ir. Virgir.ia

Trade in Virginia dates back to 1607 wher. Jamestowr. was
four.ded as ar. export outpost.1

Tobacco clearly dominated the

colony's early export economy.

Ir. 1701, tobacco made up more

thar. 99 percer.t of the value of Virginia exports. 2

Gradually,

however, other commodities began to constitute a bigger share
of the shipments abroad.

By 1755 Virginia's r.on-tobacco

exports represer.ted 40 percent of the colony's total export
earnings.3

Chief amor.g these products were iron, corn, wheat,

staves, pork, beef, pitch and tar.4

The trend toward

diversificatior., begur. ir. the 1700's, has continued into the
Nineteenth ar.d Twer.tieth cer.turies.

Virgir.ia's exports today
Although tobacco remains one of Virginia's top exports-
in 1989 it was Virgir.ia's biggest export with over 1.7 billior.
in sales 5 --it must share the stage with a wide variety of
other products.

Coal is tobacco's largest challenger.

In

fact, durir.g the 1980's, coal ar.d tobacco have taken turr.s as
Virgir.ia's number one export.

6

In 1989, coal ran a razor close

7

secor.d to tobacco ir. terms of the dollar value of export
sales.

Virgir.ia's coal is well liked because it is clear.

burr.ing, appealir.g to a more er.vironmentally conscious world.
Virgir.ia's distribution system is also able to deliver it
promptly.

Coal ar.d tobacco together cor.stituted 44 percent of

the Commor.wealth's exports in 1989.6
Thus, Virgir.ia, similar to a less developed cour.try,
derives a large percentage of its export ir.come from primary
products.

However, it is gradually diversifyir.g and including

more finished goods in its shipmer.ts abroad.

Joinir.g coal and

tobacco ir. the ''billion dollar club" is industrial machinery,
with over 1.1 billior. dollars in export sales in 1989.

Other

top selling Virginia products in 1989 were chemicals,
transportation equipment, electronic components, fabricated
metal products, medical and optical products, textiles, and
grains, fruits and vegetables. 7

Virgir.ia commodities making

large gains in export sales in 1989 included forest products
and seafood.a

Thus, in spite of the dominatior. of the Old

Domir.ion's export ecor.omy by coal and tobacco, Virginians
profit from the sale abroad of an astounding variety of
products, ranging, in fact, from baked goods to sushi.

The

Commonwealth's citizens also ber.efit from the export of
services.

The Growth of Virginia Exportir.g
Although Virginia has exported since 1607, clearly this
sector of its ecor.omy has experier.ced trerner.dous growth over

8

the past few years.

In 1971, the Virginia export economy was

a 1.5 billion dollar industry;

9

by 1983, it had more than

doubled.lo A scant six years later, however, the value of
exports from the Old Dominion climbed to a whopping 8
billion,11and the figure for 1990 was an even higher 9.3
billion.12 Obviously such a surge in the value of exports is
affecting Virginia's economy in a positive way.

The 22

percent jump in export sales in 1988 accounted for one-fourth
of the state's economic growth. 13 Indirect effects of
exporting during the same period probably accounted for
another 25 percent of growth. 14 In 1989, exports once again
accounted for one-fourth of the state's economic growth for
the year. 15 During the past three years, the increase ir. the
export of commodities and manufactured goods have created
about 60,000 jobs in the Commonwealth. 16
Why have exports swelled in recent years?

Certain of the

Old Dominion's recent Governors can take some of the credit.On
any issue related to the economy, the Governor is the "best
ar.d primary salesperson. 11 17 Fresh ir. the Commonwealth's memory
is the role which Governor Baliles played in promoting
Virginia's products overseas ar.d stressing the need for
Virginia to be a player ir. the global community.

Baliles'

many trade missions abroad put the Old Dominion on the map ir.
the minds of many foreign government and business leaders ar.d
created awareness at home of the need to export.

Governor

Robb car. also claim some of the credit for the surge in
exports.

He was instrumental in helping the Virginia port

9

system to provide better service to ir.terr.atior.al traders from
Virgir.ia ar.d elsewhere.18
A Goverr.or's acti0r.s are just or.e compor.er.t, however, of
the r.etwork of factors affectir.g the trer.d ir. exports.

The

currer.t upward movemer.t is due to sigr.ificar.t other elemer.ts
as well:

o

The tobacco market overseas is boomir.g.

Mar.y markets

previously closed to imports of tobacco products are
r.ow oper..
C,

Foreigr. demar.d for Virgir.ia coal is great due to its
low sulfur cor.ter.t and high quality.

o

The decreased value of the U.S. dollar has ir.creased
the attractiver.ess of Americar. products to foreigr.
buyers.

o

Mar.y overseas ecor.omies have beer. stror.g ir. recer.t
19
years.

o

There has beer. a ger.eral decrease ir. import restrictior.s
worldwide.

o

Virgir.ia's port system has beer. growir.g--ir.cludir.g the
recer.t oper.ir.g of ar. ir.lar.d port--ar.d it is offerir.g
better delivery service to exporters.
There is a growir.g realizatior. that exportir.g car. be
quite profitable ar.d that ir.creased sales abroad are
r.ecessary to help America reduce its trade deficit.

o

There has beer. a greater focus withir. educatior.al
ir.stitutior.s ar.d the media or. the global ecor.omy.

10

Of all catalysts to the growth of Virgir.ia's exports, the
ir.creased demar.d for coal ar.d tobacco ar.d the low dollar are
cor.sidered to be the most poter.t.20

Virgir.ia's Assistar.ce to its Exporter�
Three state ager.cies are directly ir.volved with promoting
ar.d/or mor.itorir.g Virgir.ia exports:

the Virgir.ia Department

of Ecor.orr.ic Development (VDED), the Virginia Port Authority
(VPA) ar.d the Virginia Department of Agriculture and Consumer
Services (VDACS).

Or. October 1, 1990, the Wilder

admir.istratior. abolished the Virginia Department of World
Trade (VDWT), which had beer. located in Norfolk.
Richmond, ther. absorbed its operations.

VDED, in

One purpose of VDED

is to stimulate Virginia's international business.

Its export

developmer.t program incorporates marketing, research ar.d
educatior.al programs ir.to its efforts to ir.crease the number
of the state's exporters ar.d the quantity of exports leavir.g
the Old Domir.ior.? 1

It also serves as a referral service for

informatior. on legal assistar.ce, bar.king ar.d other services

.
.
l trade.22
r.ecessary to cor. a uct 1r.terr.at1or.a
The Virginia Departmer.t of Agriculture ar.d Consumer
Services, also located in Richmor.d, fir.ds markets overseas for
lumber, seafood, pear.uts, and other agricultural products
produced ir. the state.

It spor.sors trade show delegations,

brings ir. foreign trade missions ar.d counsels agricultural
producersJ3

The Virginia Port Authority, which resides in

11

Norfolk, provides ar.d markets the marir.e termir.al facilities
through which ir.terr.atio�al shippir.g trade takes place.24
Ar.other state orgar.izatior., the Cer.ter for Ir.r.ovative
Techr.ology, does r.ot play a large role ir. export promotior.,
but it car. assist exporters ir. the implemer.tatior. of product
char.ges r.eeded to meet ir.terr.atior.al star.dards. 25

Virgir.ia ar.d the Ur.ited States
The U.S. Constitutior. limits Virginia's trade
jurisdictior..

Article 1, Section 8 of the Cor.stitutior. gives

Cor.gress the right to regulate commerce with foreigr. r.atior.s.
Ir. additior., Article 1, Sectior. 10 prohibits states from
er.terir.g ir.to treaties with foreigr. goverr.mer.ts ar.d prohibits
states, without the permissior. of Congress, from layir.g duties
or. imports or exports.

"Ger.erally, foreigr. trade policy is

reserved to the federal goverr.mer.t." 26 Nevertheless, states
car. take respor.sibility for promoting the sale of products
overseas; they car., thus, act to improve the health of their
ecor.omies.

Ir. fact, while most natior.s have or.e ur.ified

ir.terr.atior.al ecor.omic strategy, the U.S. has dozens, as each
state tries to carve its owr. r.iche ir. the global ecor.omy.2 7
As stated above, the export sector ir. the Old Domir.ior.
has growr. drastically due to a variety of factors.

It is also

doir.g well compared to other states ir. the r.atior..

Betweer.

1984 ar.d 1990, Virgir.ia moved from sixteer.th to r.ir.th amor.g
the fifty states ir. term of the amour.t exported.28 Virgir.ia's

12

port facilities also compare favorably with their cour.terparts
ir. other states:

ir. July of 199�, the port at Hamptor. Roads

came ir. first place ir. cargo volume for total U.S. water borr.e
foreigr. commerce,

29 ar.d

durir.g the first half of 1990,

Virgir.ia's ports achieved secor.d place for cargo growth. 30 Ir.
additior., the Old Domir.ior. sells a larger array of commodities
thar. most states. 3 1 Thus, the Commor.wealth is stakir.g its
claim to a share of the world's wealth by actively
participatir.g ir. the global marketplace.

Ir.volvemer.t of Virgir.ia Busir.esses ir. Exporting
Clearly, exportir.g is boomir.g ir. Virginia.

It is

providir.g jobs ar.d rever.ue to the state ar.d profits to the
compar.ies ir.volved ir. sellir.g ir.terr.atior.ally.

Yet ir. 1989 ,

there were or.ly 1,100 exporters ir. Virgir.ia. 3 2 Of all small
busir.esses operatir.g in Virgir.ia, or.ly 6 percer.t were involved
in importing and/or exporting ir. 1986.

Most claimed a lack of

ir.terest, but experts say the reason why they are not involved
is due more to a lack of knowledge.

33

Since, there is a great

deal of ir.formation available from both state and national
agencies for anyor.e interested ir. begir.nir.g to export, perhaps
the inadequate knowledge is more a matter of a lack of
awareness about the booming export sector ar.d the amount of
profits which car. be obtained from selling overseas than to a
deficiency of available ir.formatior..
Another impediment to small ar.d medium-sized businesses
34
is fir.ar.cir.g.
Smaller firms may be unwilling or unable to

13

provide the ir.itial ir.vestmer.t that is r.ecessary before
profits car. be attair.ed.

Success ir. crackir.g foreigr. markets

usually requires a lor.g-term commitmer.t that smaller compar.ies
may r.ot be able to make.

Currer.tly, the Cornmor.wealth does

r.ot offer a loar. program to its exporters.

35

Sir.ce state

ir.vestmer.t ir. the export sector er.courages firms to take
advar.tage of the lucrative export market ar.d produces a pay
back to the state ir. terms of rever.ue ar.d job creatior., mor.ey
ir.vested ir. the state's export promotir.g machir.e is well
sper.t.

For example, for every dollar Virgir.ia recer.tly

allocated for its ports, it got back approximately $2.50 ir.
state revenues.

36

Ir.come taxes from port-related jobs alone

provide 240 millior. dollars to the state treasury.

37

Hopefully

Virgir.ia's policy makers will cor.tir.ue to recogr.ize the
positive effect of exportir.g or. the state's economy ar.d the
fact that it is or.e area of the ecor.orny which is doir.g quite
well wher. they contemplate the state's budget.

Prospects for the Future
Ir. the future, due to the reasons listed earlier
explair.ir.g why exports are r.ow booming, the quar.tity of
exports leaving the state is likely to cor.tir.ue to grow.
There are factors, however, that may affect Virgir.ia exporting
in a r.egative way.

For ir.star.ce, exportir.g, both ir. Virgir.ia

ar.d ir. the rest of the Ur.ited States, may be affected by the
outcome of negotiations amor.g the r.atior.s belor.gir.g to the
General Agreemer.t or. Tariffs ar.d Trade (GATT).

Ir. December,

14

GATT members were ur.able to come to ar. agreemer.t or. trade due
mair.ly to Europe's ir.trar.siger.ce regardir.g its agricultural
subsidies; all other GATT issues hir.ged or. this particular
matter.

As of mid-March, 1991, talks have resumed.

If ar.

agreemer.t car.r.ot be r�ached in the currer.t round, it will be a
barrier to further growth for exports.38
Ar.other occurrence which could possibly ir.hibit exports
39

is the creatior. of tradir.g blocs.

Currer.tly, the poter.tial

exists for the formation of such groups ir. North America, the
Far East ar.d Europe.

Regional blocs could inhibit free trade

by placing barriers on imports to protect domestic products
from foreign competition.

Thus, the quantity of exports which

Virgir.ia ar.d the USA could sell to certain areas of the world
would decrease.

Ir. addition, a trade bloc ir.cludir.g North and

South America might make it difficult for all of the debtor
Q

nations involved to climb out of debt� affectir.g their imports
of goods from the United States.
The future of long-term export growth is also dependent,
of course, or. conditions within the world's economy.

A

sustained global recession will limit ir.ternatior.al buyir.g
power ar.d, thus, reduce the demar.ds for exports.

Furthermore,

it may lead to political pressure to protect domestic
producers agair.st foreign competitors.

Ar. upward hike ir. the

price of oil would also cause exports to decline, particularly
exports to less developed countries (LDC's).

41

If the value of

the U.S. dollar increases, it will also probably reduce the
attractiver.ess of American products to foreigr. consumers.

15

Char.ges withir. the Commor.wealth itself might affect the
future growth of exportir.g from the state.

Recer.tly, as

stated above, the Virgir.ia Departmer.t of World Trade was
abolished ar.d its fur.ctior.s absorbed ir.to the Virginia
Departmer.t of Economic Developmer.t.

Goverr.or Wilder effected

this char.ge ir. ar. attempt to trim the budget, aDd the Ger.eral
Assembly approved the actior. ir. HB1987 durir.g its 1991
sessior..

There is likely to be a short-term r.egative effect

on export promotior. efforts due to the strair. of the
trar.sition ar.d due to the loss of human capital, i.e., skilled
ir.dividuals from VDWT that chose not to join VDED after the
merger.

In the lor.g term, however, the merger is r.ot expected

to affec� r.egatively the state's efforts to promote exports.
VDWT's basic programs will cor.tir.ue to be carried out by VDED.
As suggested above, the curtailmer.t of export services
provided by state ager.cies could have a r.egative affect or. the
flow of exports.

Giver. the situatior. of the state's ecor.omy

at preser.t, the possibility that elected leaders might cut
some programs exists, but it is r.ot likely.

Ar.other factor

which could affect export growth is reduced efforts at export
promotior. from the state's executive brar.ch.

Goverr.or Wilder

has r.ot giver. as much time to export promotion as did his
predecessor, former Governor Baliles.
The obstacles to the growth of exports are r.ot r.early as
great as the opportur.ities.

Optimism abour.ds.

Mr. Samuel

Bar.ks, Actir.g Deputy Commissior.er of the U.S. Customs Service
expects interr.atior.al trade to double by 2000.

Of the number

16

of state ar.d other professior.als with whom I spoke, or.ly or.e
did r.ot predict a cor.tir.ued ir.crease ir. Virgir.ia's export
growth.

Most of the reasor.s for the currer.t ir.crease listed

above will likely cor.tir.ue to provide impetus to the state's
export sector.

Ir. additior., char.ges ir. ir.terr.atior.al

political, ecor.omic ar.d security relatior.ships will create r.ew
opportur.ities for Virgir.ia's mar.ufacturir.g ar.d agricultural
sectors abroad.

42 Exporters who stay keer.ly abreast of all of

these developments will probably be able to profit from them.
Ultimately, sustair.ed export growth in the Commor.wealth
will depend or. its exporters' knowledge of their customers'
tastes ar.d of the political and ecor.omic policies and cultures
of the cour.tries to which they are selling.

It will also

depend or. the participation of more Virginia firms ir.
exportir.g. 43 With Virginia's excellent port facilities and the
Dulles international airport, with the current informatior.
resources available to businesses that would like to sell
their products abroad, and with the profit potential from
properly planned exporting activities, the wise Virginia
company will, ir.deed, turr. its eyes toward the international
marketplace.
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Chapter Three
The Process of Exporting

Getting ready to export ir. Virginia differs little from
similar preparations in other parts of the country.

Many

experts identify three key phases of the export process:
marketing, financing, and packaging goods for export.

Anyone

interested in selling products abroad must "do her homework"
if she expects to be successful.

Marketing
The first step is to determine if exporting is actually
in lir.e with a company's goals and capacities.

One reason

given for the failure of exporting efforts is a lack of
commitment by the exporter.

Companies sometimes see a foreign

market as an outlet for equipment not good enough for the home
front.

An attitude viewing a foreign nation as the market of

second choice is not likely to produce long-term profit for a
company.

As part of the planning which a company must do

before exporting, it should pinpoint why it believes it can
sell its products abroad profitably.
utilize economies of scale.

One reason might be to

It is cheaper per unit to make
21
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100 widgets thar. 50, but 100 will r.ot sell ir. the Ur.ited
States.

Ar.other might be a desire to utilize excess capacity

or exter.d a product's life cycle!

Ar. item no longer popular

ir. the Ur.ited States may just be comir.g into vogue in ar.other
nation.
After deciding that the sale of its products or services
ir. foreign markets is appropriate, the company must decide if
it wants to export directly or indirectly.

If it chooses to

sell directly, it will bear the full responsibility for
fir.ding a customer, shipping the product and even servicing it
after the sale.

However, it will then have more control,

potentially greater profits and a closer relationship with the
buyer •2

Ir.direct sale is usually best for a company not

willing to devote a tremendous amount of resources to the
export effort.

It utilizes someone else's expertise for one

or all of the aspects of exporting.

This provides a small

company with the means to enter foreign markets without facing
3
the risk and potential confusion caused by going it alor.e.
One example of indirect exporting is "piggyback marketing."
The most common example of this type of arrangement is when a
large company car.not produce all of the products it is under
4
contract to supply and uses another company to fill the gap.
If a company decides to sell directly, it must first
determine which country(ies) will be the best market(s) for
its product.

A plethora of factors need to be considered

including the country's political situation, its stability,
the willingr.ess of its citizens to deal with Americans, and
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whether it has a common market affiliation?
few.

just to name a

A perusal of the later chapters of this paper should

give more informatior. or. selecting the appropriate country for
a product.
Upon selectir.g a particular cour.try, the company must
fir.d the customer there.

It can, as stated above, go about

this ir.directly, by usir.g ar. ager.t to do its legwork.
can utilize a more direct means to market its product.

Or, it
One

example is the Foreign Buyer Program sponsored by the United
States Department of Commerce.

This program offers those who

would like to sell abroad the opportunity to meet potential
foreign buyers without even leavir.g the country.6

A company

can also use its own sales representatives to push its
products abroad.

Before ser.ding staff into a foreign land,

however, it should make sure that it has done its research on
the particular nation's culture.

Chances are that business is

not conducted there in the same way as it is in the United
States.

The company should also prepare for the sales trip

long before it actually takes place.

For instance, it should

arrange for an ATA carnet, whereby samples may be brought into
most countries duty-free and without a lot of hassle related
to customs.

Financing
Once a company has determined its reason for exporting,
has decided on a country in which to market its goods, and has
found a customer, it must concentrate on matters related to
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pricing, fi nancir.g, and the way it
the products

it

will ship.

will

receive paymer.t for

Two of the most common means of

price settir.g are the cost plus method ar.d the margir.al cost
method.

For the cost plus method, all exporting costs are

added to and all non-applicable costs are subtracted from the
domestic price.

The marginal cost method uses a floor price,

which includes production costs ar.d any costs
prepare the product for export.
factored out.

i ncurred

to

All other costs are then

Th i s method is preferred because it gives a

more accurate v i ew of the potenti al profitability of the
export operat i on}
Of course an exporter would li ke to receive cash in
advance for every shipment made.

Ur.fortunately, however, the

competitiveness of the market frequently requires the shipper
to settle on a means of payment that is more buyer friendly.
After cash in advance, the basic methods of payment from the
most secure for the exporter to the least secure are:
1.

Letter of Credit

2.

Documentary drafts for collection

3.

Open account

4.

Consignment salei

A letter of credi t

is

a document issued by a bank at the

buyer's request in favor of the seller.
promise by the

i ssuing

bank to pay a specified amount of money

when it receives certain documents.
time. 8
payment.

It represents a

wi thin

a certain period of

A letter of credit is the most common method of
The two types of documentary drafts for collection
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are the sight draft and the time draft.

With the sight draft,

the buyer must go to the bank upon arrival of the goods and
make payment in order to receive the bill of lading, which she
needs to claim the goods.

The danger here is that if the

buyer does not pay, the exporter will have to find a way to
dispose of the goods; reshipping them to the U.S. may be quite
expensive.

A time draft is similar to a sight draft except it

extends credit to the buyer, allowing her to pay within a
certain time after receipt of the goods.

An open account

signifies that payment will be made at a certain time;
however, since no draft is drawn, the creditworthiness of the
buyer should be absolutely guaranteed before this type of
payment is allowed.9

With consignment, the goods are shipped

and payment is accepted as they are sold.
A less known way to finance a shipment is forfaiture.

In

this transaction, the exporter takes her contract with the
buyer and sells it to a forfaiting institution at a discount.
The forfaiting institution assumes all risk and must also
collect payment from the buyer.

Another alternative method of

financing an export is countertrade.

It is most commonly used

when exporting to nations which have a shortage of hard
currency.10 Basically, it is a barter arrangement, but it can
get complicated and take different forms.11
way to define it is to give an example.

Perhaps the best

In 1985, National

Semiconductor Corp. sold 3 million dollars worth of computer
games to a South American country in exchange for bananas.
then sold the bananas to a U.S. grocery store for cash.

It

Since
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experts estimate that or.e-third of all ir.terr.ational trade
takes place through the means of cour.tertrade,12

ar.d sir.ce it

may be the only way some products can be sold to certair. cash
poor countries, a serious exporter should add it to her
company's repertoire of ways to sell to foreigr. nations.
The method used to fir.ance export sales frequently
depends or. the wealth of the company.
are the most common means used;

13

Commercial bank loans

however, these loans are

usually issued based on.a compar.y's ability to use its assets
as collateral.

Providir.g the necessary collateral can

sometimes be a problem for smaller firms.

In addition, U.S.

bar.ks are becoming less willing to provide export financing to
smaller compar.ies. 1 4

Fortur.ately, there are other sources of

assistance if a bank will not provide the needed capital.

The

Federal government has several ager.cies which offer either
loans or guarantees for the repayment of export credits
extended by commercial banks.

The Export-Import Bank of the

United States (Eximbar.k), the Private Export Funding
Corporatior. (PEFCO), the U.S. Small Business Administration
(SBA) and the U.S. Department of Agriculture (USDA) are U.S.
agencies which assist exporters ir. this way.

The World Bank

and other agencies concerned with developing areas will
finance certain exports going to underdeveloped parts of the
globe.

Ir. addition, some states provide export financing

assistance. 1 5
program

Unfortur.ately, Virginia does not offer a loan

to its exporters. 1 6
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Ar.other fir.ar.cial cor.sideration for any company thinking
of exporting is the way ir. which it will insure its products
until it has received payment for them.
two types of credit risks:

Generally, there are

1) Commercial risks, i.e., the

inability or ur.willir.gr.ess of a buyer to pay for the imported
goods; and 2) Political risks, which car. include everything
from a country's running out of hard currency to pay its

d e bts, to a revo 1 utior.
.
or coup. 17

Insurance can also cover

possible loss of ar. export due to theft or damage during
shipment.

There are mar.y private insurance companies which

offer export insurance packages.

18

Most smaller companies,

however, choose to be insured through the Foreign Credit
Ir.surar.ce Association (FCIA):
behalf of Eximbank�

O

9

In addition, some states offer ar.

.
insurance po l.icy to exporters. 21
one of them.
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The FCIA issues insurance on

Once again, Virginia is not

Sometimes, the buyer pays for the insurance.

Incoterms are the agreements between the buyer and the seller
as to which services each of them will provide.

Ur.less the

shipment is goir.g CIF (Cost, Insurance and Freight), the buyer
is responsible for paying her owr. insurance.
There are other issues related to financing of which the
shipper needs to be aware.
foreign exchange.

An important one is the matter of

Although most U.S. exporters will probably

quote thei·r prices in U.S. dollars, some may not.
U.S. dollars places the currency risk or. the buyer:

Quoting in
to remain

competitive the seller may need to assume this risk
herself •23

Until two decades ago, when exchar.ge rates were
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fixed, ar. exporter did r.ot r.eed to worry about losir.g money
based on a fluctuating exchange rate. (Note:
Woods Agreemer.t fixed exchange rates.

the 1944 Bretton

In 1972, the system

collapse�; the dollar was allowed to float, and an era of
highly unpredictable exchange rate movements begar.? 4 )

Today,

however, if a shipper agrees to accept payment ir., British
pour.a sterling, for example, she will lose money if the value
of the pound drops relative to the U.S. dollar.

In addition,

the currencies of some countries are not freely convertible
into U.S. dollars.25

Some nations, such as centrally planned

economies and less developed countries, may not be able to use
their currencies to pay for many of their imports.

At this

point, the exporter may need to accept a countertrade
arrangement if she wishes to continue to do business with the
buyer.
Ar.other issue involving finances of which the seller
should be aware is export rebates.

A shipper may be able to

receive a rebate from the Federal government for the duty paid
on items she imports to be used in products which are then
exported.

An exporter might also wish to benefit from the use

of a free trade zone (FTZ).

A free, or foreign, trade zone is

an area where imported goods are not subject to any existing
quota and can be stored duty free.26

A seller may manufacture

products using imports within the FTZ and then export the
finished products without ever paying a duty on the imported
items.

Virginia has two free trade zones, one in Suffolk

which services the ports of Hampton Roads, and one in Fairfax
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The Suffolk FTZ,

County, which serves the Baltimore ports.

which is to be expanded ir. late 1991, has had over 50 million
dollars worth of goods pass through it since 1982, including
everything from auto parts to ice tea mix�

7

Preparing the Product for Export.
Arranging for a license, obtaining other needed export
documentation, packaging a product to be shipped, and
complying with the rules and regulations of the U.S. and the
importing country are necessary steps in the preparation of a
commodity for export.

Some sellers may choose to allow a

freight forwarder to take care of these details for them.

A

freight forwarder is like a travel agent for a shipment; she
is knowledgeable about all aspects of transporting products
and can often arrange for the easiest and least expensive way
to trar.sfer them from seller to buyer.

Regardless of whether

an exporter chooses to use a freight forwarder or not, she
should familiarize herself with the logistics of the export
process.
Obtaining the appropriate export license is not
difficult, and so the process should not intimidate.
are two types of licenses:

There

the General License and the

Individual Validated License (IVL).

If an item is not

regulated by the Federal government, it is probably eligible
for shipment with a General License, which requires no
application to the U.S. government.

However, if the product

is regulated for foreign policy, national security or economic
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reasor.s, the exporter will r.eed to apply for ar. IVL by
submittir.g an applicatior. ar.d receivir.g approval from the
Departmer.t of Commerce's Bureau of Export Admir.istratior.f 8
Ir. additior. to ar. export license, several other documents
must be procured before ar. item car. be shipped.
most common are:

Some of the

the commercial ir.voice, the bill of lading,

the certificate of origin and the export packing list.

The

shipper should also be aware of any possible U.S. government
restrictions.

For instance, the U.S. government maintains a

Table of Denied Parties, which is a list of people to whom the
exporter may not sell.

If the shipper sells to individuals on

this list, regardless of whether or not she is aware that they
are blacklisted, she will be liable and may be subject to a
.
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variety of per.alt.1es.

Ir. addition, the exporter will need to

find out if the importing nation places restrictions or. the
type of goods she wishes to sell.

For instance, the importing

country may have nor.tariff barriers against (a) certain
product(s).

One example of a nor.tariff barrier is a

government's "buy national" program.

Since governments are

some of the globe's largest purchasers of goods and services,
30
·
·
·
. 1.
this barrier 1s su bstant1a

If an exporter h opes to se11

his product to a particular government agency in a foreign
country, she should first find out if it has a "buy national"
policy.
Of course, one of the most important aspects of exporting
is the packaging of a commodity.

The seller should be fully

aware of the meaning of particular colors or symbols for each
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country to which she wishes to ship, ar.d should use them or
avoid them, as appropriate, in her packagir.g design.

A color

which sigr.ifies death is not likely to promote the sale of a
particular product.

The exporter should also make sure that

the packaging describes· the product ir. language which the
poter.tial buyer will be able to understand.

In addition, a

product may r.eed to be adapted to suit a certain culture,
climate, living standard, or technical requirement.

For

instance, sir.ce the United States and Burma are the only two
r.atior.s which do r.ot use the metric system, the shipper will
almost certainly r.eed to ensure that the product's units are
1
listed in liters or grams, rather than quarts or ounces.3
Finally, the shipper must er.sure that her goods are
packed properly for export.

Wher. designir.g an export shipmer.t

crate, four problems must be kept ir. mind:
moisture ar.d pilferage: 2

breakage, weight,

The shipment should also be labelled

ir. a way which will cor.ceal its contents to potential thieves,
while identifyir.g the contents to the people who will need to
handle the sh.1pment.33
Ir. addition, certain commodities may need special
packaging arrangements to er.sure that they arrive in good
shape.

For instance, the exporter of tropical fish must use

precautions such as tranquilizers and top-quality water to
ensure that her fish arrive alive ir. the country of import.34
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Help for the Exporter
Fortur.ately, the exporter will r.ot have to face alor.e the
logistics of sellir.g her products abroad.

There are Federal,

state and private ager.cies ready to assist the exporter.

In

Virginia, the U.S. Department of Commerce operates an office
in the Federal Building in Richmond; trade specialists there
are prepared to help exporters with any questions they might
have.

This office also sponsors programs, such as the Foreign

Buyer Program, to help exporters make a sale.

As stated in

the previous chapter, the Virginia Department of Economic
Development, the Virginia Department of Agricultural and
Consumer Services and the Virginia Port Authority also have
the me3ns to assist exporters with many aspects of marketing,
selling and shipping their products overseas.

In addition,

there are private consultants who will assist shippers with
export logistics for a fee.
The exporter should arm herself with all knowledge vital
to the successful sale of her product in a particular country,
and she should utilize the services offered by government and
private agencies as appropriate.

Upon this foundation, she

may then apply her own initiative to develop a unique strategy
to sell the product abroad.
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Chapter Four
(Western} Europe
Devastated by World War II and then rebuilt by the
Marshall Plan and by local determination and hard work,
Western Europe is today the seat of many thriving economies.
The governments found there are democracies, and they adhere
to free market principles.

Hence, it is no wonder that trade

between the United States and Europe is flourishing.

In 1989
1
Western Europe received 27.5 percent of America's exports.
Rebuilt infrastructure and industry are not the only
alterations transforming the face of Europe in the past half
century, however.

Perhaps even more dramatic changes--with

the potential to do away with national currencies and to allow
workers to reside freely in whichever country they choose--are
occurring.

The United States helped plant the seeds of

European prosperity.

With wisdom and foresight it may now

share in a bountiful harvest.

The European Community
What are the nature and source of these revolutionary
changes?

In their efforts to rebuild and achieve greater

unity after World War II, several European nations formed
36
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differer.t groups:

the Europear. Coal ar.d Steel Commur.ity, the

Europear. Ecor.omic Community (EEC) ar.d the Europear. Atomic
Er.ergy Commur.ity.

Ir. 1967 all of these associations merged to

form the Europear. Community (EC).

Today the EC is the largest

importir.g ar.d exportir.g market or. earth,
320 millior. cor.sumers.J

2

ar.d it is home to

At the er.d of 1992, the twelve EC

members will move toward ever. closer ir.tegration, wher. they
will reduce a variety of barriers to trade between themselves
(EC '92).

Current EC members are:

France, Germany, Belgium,

Luxembourg, the United Kingdom, Ireland, Denmark, Italy,
Spain, Greece, Holland and Portugal.
Sir.ce the EC's inception, American attitudes towards it
have vacillated from excitement to concern.

Initially, the

U.S. liked the idea of greater European unity and promoted
it.

Gradually, however, America began to fear a "fortress

Europe" and demanded assurances that the new Europe would not
resemble one of its medieval castles, effectively keeping
Americar. products out with a moat of protective policies.

A

logical assessmer.t of Europear. Community motives does r.ot
permit such an appraisal:

Europeans rely more on trade than

does the United States, shippir.g 20 percent of world exports,
compared to the Ur.ited States' 15 percent.

4

Thus, it would

r.ot be in the Commur.ity's ir.terest to put up barriers
significar.t enough to brir.g retaliation against its own
exports.

According to Corrado Pirzio-Biroli, deputy head of

the EC delegation in Washington, D.C.:

"Our task is to

liberalize our markets, not close them."

5

Nevertheless, the
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EC was created, after all, to ber.efit r.ative growers and
mar.ufacturers.

The subsidies it provides to local

agricultural product growers are a prime example of the kir.d
of discrimir.ation which the U.S. fears.

Ir. ger.eral though,

American exporters who are knowledgeable about ar.d prepared
for EC '92 are likely to ber.efit from the changes takir.g place
there.

Benefits of Ir.tegration for U.S. Exporters
As the European Community edges closer to its goal of
creating an integrated market, it will reduce many barriers to
trade amor.g club members.

Fortunately for the U.S., the

liftir.g of some of these cor.strair.ts will also help American
exporters.

One goal of EC 1992 is to apply a single set of

standards within all twelve members.

This policy will make

exporting easier for Americans wishir.g to sell products in
more than one Common Market nation, because they will only
have to comply with one set of standards ir.stead of one for
.
6
each separate nation.

Since twelve separate national

standards represer.t a 7 to 12 percent add-on cost for
manufacturing goods, one set of standards will reduce c0sts:
Another potential advantage for U.S. exporters will occur if
the EC member nations agree to set their tax rates within a
restricted range. 8

Americans could then sell commodities to

more than one EC nation without worrying about how differing
taxation policies will affect product profitability.
An additional change occurring after 1992 will be that
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some of the subsidies which individual member r.atior.s provide
to different industries will er.a.

For instance, the

subsidization of inefficient mines will stop,
America's coal exporters.

9

benefiting

The European Community also plans

to cut down on the "buy at home'' policies of government, state
owned er.terprises ar.d regulated monopolies; the elimination of
these policies will provide opportunities for Americans who
1

want to sell to these sectors. ° Changes ir. Common Market
policies will also help exporters of some American services.
For instance, the EC will permit U.S. banks entering the
European market to take part in any of the activities engaged
in by Community banks:

1

From a purely practical standpoint,

the unification of the Common Market will help American firms
by allowing them to consolidate their headquarters.

Companies

which at or.e time maintained bases of operation in several EC
nations may be able to merge them into one in a single
12
Service and distribution centers throughout the
location.
European Community may also be streamlined into or.e central
.

center 1n on 1 y one cour. t ry.13

Perhaps the biggest advantage

American exporters will derive from European unification,
however, is an increase ir. Europe's buying power.

As the

nations of the EC ber.efit from freer trade, their economies
will grow stronger and they will, presumably, be able to
import more products.

The EC Commission estimates that

greater efficiency resulting from the completion of EC '92
should create an additional demand for $230 billion worth of
.

goods and services.

14
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Barriers to U.S. Exporters
As stated earlier, the principal purpose of the European
Community is to provide advantages to member nations.
Discrimination agair.st foreign competitior. is part of the EC's
policy.15

Thus, Europear. integration will pose some obstacles

to American exporters.
Some of the new Community rules after 1992 will favor
European over foreign products.

This does not mean that

Americans have to be left out of the market; it does signify,
however, that their marketing approach will need to change.
American firms with a foothold in an EC country will stand a
greater chance of getting their products sold.

Naturally,

since the Community seeks to promote European made products
within its own borders, an American firm producing in the EC
will have a better shot at successfully entering the market.
The American company will not be able simply to establish a
"maquiladora" style factory--providing U.S. made components to
be assembled in Europe; "rule of origin" laws will insist that
finished products be comprised of European made parts! 6

A

further advantage for Americar. companies which have
subsidiaries or joint ventures in Europe is that they may soon
be able to register themselves as European companies, and,
thus, be eligible for the same privileges of the native
firms.

17

Although this process may likely increase the

financial capital holdings of some Americans, it may
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potentially decrease the amount of investment in the United
States and transfer jobs from the U.S. to Europe.
Although many of the benefits of a unified system of
standards will spill over to American exporters, some of them
will not.

For example, after 1992, there will be one set of

EC health standards that all member countries must accept as
adequate.

Just because Italy, for instance, must accept the

one set of EC health standards does not mean that it is
required to accept U.S. health standards.

It is permitted to

reject them and any American commodities based on them, if it
·
18
so des1res.
Ir. add"t"
1 10n, some of the new standards may be
incompatible with those already existing in the United States!9
Or.e sector of American exporting which is not likely to
benefit from EC '92 is agriculture.

A cornerstone of the EC's

Common Agricultural Policy (CAP) is Community preference,
i.e., numerous agricultural products produced by EC farmers
are subsidized to make them marketable within the European
Commur.ity.

20

Because of this policy, mar.y American

agricultural products will cor.tir.ue to be at a price
disadvantage relative to their European produced
counterparts.

The question of agricultural subsidies was a

sticking point ir. the GATT talks of December 1990.

The

inability to arrive at an agreement in this area caused the
21
talks to be unfruitful ir. all other areas as well.

Talks

have r.ow resumed, ar.d it remains to be seer. whether this issue
will continue to be a problem.
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Subsidiary effects from EC '92 will also affect U.S.
exporters.

As Europear. firms withir. the EC greer.house become

stror.ger, Americar. compar.ies will face greater competitior.? 2
The Commur.ity may also demar.d that the U.S. reciprocate ir.
such policy areas as our "buy American" stance.

The r.ature of

the American federal system--dividing power betweer. the states
ar.d the Federal government--may r.ot permit ar. easy reduction
in trade barriers that are decided within the states, such as
•
II
•
23
t h e 'lbuy American
po 1 icy.

It is possible that lack of

reciprocation may cause retaliation within the EC, makir.g
exporting to certain sectors there more difficult� 4

Luckily

for American owned banks operating in Europe, the EC adopted a
national treatment standard, which allows banks from outside
the EC to operate in Europe as long as EC banks can
participate in that country on the same basis as its domestic
banks.

There had been concern that Europe would discriminate

against American banks since they would not likely be able to
liberalize as much as those of Europe due to the nature of
America's federal system.

The natior.al treatment standard

25
.
.
d t hese worries.
relieve

A United States of Europe�
In spite of the excitement about the Europe of 1992, a
new country will r.ot magically be created on that date.

It is

true that the EC is beginning to take over some of its
individual members' powers, and that the same rules of
26
international law apply to the EC as apply to nations.

It
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is also true that the U.S. mair.tair.s relations both with EC
institutions ar.d with ir.dividual member cour.tries?7

The EC's

delegatior. head has full ambassadorial status ir. the U.S., a
privilege usually reserved for sovereign r.ations?8

However,

ever. if all the changes plar.ned for 1992 do occur by then, the
European Community will still be a Common Market--a voluntary
grouping of nation-states; it will not be a state in and of
itself.

Ever. though the EC has the power to execute foreign

trade policy for its members 29--representing them in the GATT
and other trade forums and establishing a common commercial
policy toward third countries 30 --the members still maintain
sovereignty in most aspects of their political and economic
po l.icy.31
f ore1gr.
.

Thus, expoorters will need to think of the

nations making up the EC both separately and as a unit.
Other than policy making differences, there are
additional divisions between the members of the European
Community.

Of primary importance are the various languages

and preferences of consumers across borders.

No secret

formula ensures that a product successful in Spain will also
sell well in Irelar.d; their membership in the European
Community does not smooth away the myriad differences that
separate them.

Thus, although changes after 1992 may make it

easier to market the same product in several Community
nations, they will not homogenize the market.

Anyone wishing

to export to a member nation must be cognizant of its
individual culture ar.d language.
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Ur.ar.ticipated Char.ges in Europe
Ever. the best prepared exporter will r.ot be able to
ar.ticipate all the char.ges taking place withir. the EC that
will affect his shipmer.ts abroad.

For ir.stance, how the

Europear. Commur.ity will accommodate its r.ewly freed neighbors
to the East remair.s, for the most part, to be seer..

According

to Alan Thoms, former director of the Iowa Departmer.t of
Economic Development:
Six months ago, EC '92 meant Ot!e thing • • • • Today,
after Eastern Europe, the equation has changed entirely.
Now, given the seemingly impending unification of the two
Gerrnar.ies, it is hard to know what it means or how
32
realistic the timetable for completion (of EC '92) is.
Just a few months since the writing of this article, East and
West Germar.y did unite.

some people wonder if the process of

German unification will, ir. fact, slow the process of European
unificatior..

Political volatility ir. the region is likely to

play a role in policy formation'within Western Europe,
affecting EC attitudes towards American products.
The Other Westerr. Europe
Although most U.S. and Virginia exports to Western Europe
go to the nations of the European Community, some of them are
sold to non-members.

The European Free Trade Area (EFTA) is

ar.other organization within Western Europe designed to permit
free trade between members; but it is a much looser coalition
than the EC.

Nations belonging to EFTA are:

Sweden, Switzerland, Iceland and Finland.

Austria, Norway,

These countries

are, in fact, harmonizir.g their standards with those of the
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EC _33

It is likely that some EFTA members will follow the

example of their former partr.ers--Great Britair., Der.mark ar.d
Portugal--ar.d drop out of EFTA to join the EC.

The only

nation r.ot aligned with either one of these groupings which
receives a significant portion of Virgir.ia's exports is
Turkey,34ar.d it is hoping soon to join the European Community.

Virginia and Europe
For Virginia, Western Europe is the diamond cluster in
its necklace of export markets.
exports go to the Europeans.

Over half of all Virginia

Within that cluster, the

greatest carat weight belongs to Belgium and Luxembourg.

In

1989 over 1.2 billion dollars ir. exports left the Commonwealth
for thir market.

35

The chief products going there were

tobacco, industrial machir.ery, coal and chemicals.

36

Virginia's share of the lucrative Belgium/Luxembourg import
market accounts for a hefty 14 percent of all U.S. sales to
it.

Belgium and Luxembourg are not the greatest consumers of

the Commonwealth's goods, however, either in the world or ir.
Europe.

A great deal of what Belgium and Luxembourg import is

distributed throughout Europe.
West Germany wins the prize as the largest actual
European consumer of the Old Dominion's products in 1989, and
it takes second place as a market for Virginia's products in
Europe and third place as a market for the Commonwealth's
37
Sales to Germany have multiplied rapidly
goods worldwide.
since 1987, due in large part to ar. increase in sales of
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fabricated metal products from 1.8 millior. dollars ir. 1987 to
almost 229 million dollars in 1989.

Transportatior. equipmer.t

ar.d ir.dustrial machir.ery were also stror.g sellers ir. the same
year. 38 The prospects for the export of high-tech products,
machir.ery, tobacco ar.d coal to Germar.y in the future look
gooa. 3 9
The United Kingdom, France, Italy and the Netherlar.ds
rar.k third through sixth respectively as purchasers of
Virgir.ia's products, with each of them buying over 300 million
dollars worth from the Commonwealth.

Coal was by far the

40
d om1nant
.
.
t o f a11 f our nat1or.s.
.
1mpor
Western Europe as a whole buys approximately 91 percent
1

of the Old Dominion's coal exports1 and Italy buys more of
Virginia's coal thar. any other nation or. Earth1 2

As stated

above, changes occurring in Europe after 199 2 are expected to
further ir.crease demand for American coal.

Mr. Arnold

McKinnon, Chairman and Chief Executive Officer of Norfolk
Southern Corp. said that EC '92 will er.d the subsidization of
inefficient mines and, thus, benefit Virginia's coal
producers.
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For example, German mir.es produce coal at

$150/ton, but Virginia car. produce and ship coal to Germany
for $50/ton.

In the past, Germany has subsidized its coal to
44
bring down the price; if this subsidization ends, Germany

will most certainly import more of Virginia's coal.

Thus, the

Old Dominion's clear. burning profit maker has a bright future.
It is anticipated that the effects of EC '92 on
Virginia's exports to the region will be positive, for the
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most part.

The process of restructuring within the European

Community is likely to create a demand for capital ar.d high45
tech equipmer.t, ar.d Virgir.ia produces both of these.
Virginians should also find opportunities within the r.ew
46
.
.
.
.
Europe 1r. the areas of bar.king ar.d telecommur.1cat1or.s.
Similar to their counterparts in the other American states,
however, if Virginia exporters want to benefit from EC '92,
they r.eed to be cognizant of all char.ges which will affect
them and prepare accordingly.
Thomas Myers of the James River Corp., a Virginia firm
exporting to the European Community, states that his company
is actively pursuing a strategy for the single market.

He

expects 1992 to increase his firm's opportunities, permitting
them "to sell products across the country lines without
47
restrictions."
Systems Center, a firm in Reston, Virginia,
is also preparing for EC '92.

It recently decided to

standardize its pricing within Europe.
representative explains the change:

A company

"We are going to move in

that direction very fast, so that the packaging is consistent

.

.

among European countries an a h ow we pr1ce 1t.
.

.. 48

John Harker,

executive vice-president of Genicom Corp. of Waynesboro,
Virginia, also sees advantages for his company in the European
Community after 1992.

He says:

"If Europe becomes one

country in concept, we may not need six company headquarters;"
we may need only one with some branches.49
Many Virginians believe that the effects of a "fortress
Europe" can be minimized or eliminated by producing within the
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walls of such a Europe.

Thomas Myers of James River Corp.

believes that the joir.t venture is the best way to do business
in Europe because it combines James River's technical and
marketing know-how with local knowledge.

James River Corp.

considers that the moE•L propitious way to meet Europe's
demands is to produce within Europe�O

Another Virginia

company, with its parent company in Germany, figures that EC
'92 can only benefit it since it already has a presence in
Europe.

A spokesperson says:

parent company.

"We are represented through our

We don't have to establish facilities within

fortress Europe."51

The Virginia firm Sumitomo & Stihl says

that if EC '92 "heats up,'' it too may decide to manufacture
within Europe.52
Nonetheless, producing ir. Virginia and selling in the
European Community are not incompatible objectives.

The firm

manufacturing within the Old Dominion will perhaps need to be
more diligent about seeking sales leads, however.

Virginia

based companies will need to exhibit actively their products
53

in order to have a presence in Europe.

In order to sell

successfully to Europe, firms within the Commonwealth should
find a market niche, have a system of distribution, check
their conformity with EC rules and go to trade fairs: 4
Fortunately, the United States and the Commonwealth both
sponsor trade shows and other ever.ts in which Virginia firms
car. take part.

For instance the former VDWT coordinated the

participation of a diverse variety of companies from the
55
The VDED is
Commonwealth at the Milan Fair in Italy in 1989.
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planr.ir.g to participate ir. a trade show ir. March ir. Germany
featurir.g computers and high-tech products?6 ar.d the VDACS
will take part ir. a food products exhibit in Cologne, Germany
ir. October of 1991.

A trade mission of Virginia lumbermer. to

Germar.y is also plar.r.ed for April of this yearJ7

In additior.,

the Virgir.ia Department of Economic Development, the Virginia
Port Authority, and the Virginia Department of Agriculture and
Consumer Services all maintain offices in Brussels, Belgium� 8
Ir. 1987 the United States sold over 500 billion dollars
worth of goods to the EC, and Virginia sold 2.64 billion
dollars worth?
rise.

9

These figures are likely to continue to

The wise Virginia exporter will stay up-to-date on all

changes happer.ing in Europe so that she may slice for herself
a corr.er of this valuable market.
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Chapter Five
Japan

Followir.g its devastation after World War II, Japan began
an arduous climb from xenophobia to prosperous trade with its
global neighbors.

In less thar. half a century, it became the

world's largest creditor nation¼
surplus with the U�ited States.

and achieved a huge trade
Its strategy involved

"borrowing" and adapting the latest technology, and aiming
exports at vulnerable product markets in the United States and
Europe.

2

Other aspects of its plan for success included, and

still include today, cooperation between business and
government, a flexible response to obstructions to its growth,
3
Although changing, the idea
and an emphasis on investment.
that imports are harmful to Japan was incorporated into the
plans of both government and business leaders, and many
Japanese still adhere to a buy-Japanese policy.

In addition,

an artificially low yen (until 1971) made Japanese exports
more attractive abroad and, hence, aided Japan's economy.

Of

course, Japanese plans for success were liberally salted with
hard work.

For example, the work week in Japan is only today

being reduced to five days,4 and school children go to school
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S
·
·
. ty d ays more each year thar. their Amer1car. cour.terparts.
six
Ir. spite of its defir.ite strategy ar.d its hard work, however,
Japar.'s meteoric rise to ecor.ornic superpower status seems to
many Americar.s to be ir.scrutable--as difficult to ur.derstand
as its language, its culture and its people.

Differer.ces between the Ur.ited States and Japar.
As the world's two largest economic superpowers, the U.S.
ar.d Japan share ar. important relationship; yet, vast
differences strain this association.

Most obvious among the

distinctions are the people ir.habitir.g each cour.try.
highly homogeneous.

Japan is

The people there share, for the most

part, a commor. history, common religious beliefs and a common
racial and cultural identification.

The United States of

America, however, is probably the most heterogeneous nation or.
earth.

Long ider.tified as a refuge to the dowr.trodden of

other lands, it is made up of a wide rar.ge of nationalities.
Its people are of many different races ar.d cultural
0ackgrour.ds, ar.d they ider.tify with a myriad of religions.
The culture which has developed from this melting pot does not
share the same values or habits as that of Japan.

Since

ir.diger.ous values r.aturally seep into business attitudes and
policies, they are important to the ir.terr.ational trader.
Americans believe, for example, that disagreements should be
discussed, whereas the Japanese value harmony to such an
extent that they will shun cor.flict at almost any cost.

In

fact, they so want to avoid causing offense that they will
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sometimes say ''yes" when they actually mean "no,"6

causing

frustration and confusion to the American wishing to sell to
Japar..

Ir. addition, the Japanese have great patience and

often will wait a long time before deciding to purchase.
Americans, or. the other hand, expect to receive an immediate
response after displaying the features of what they are hoping
to sell.

The Japanese also believe that business

relationships should be personal ar.d often will wait until a
friendship has developed before purchasing any product,
whereas many Americans like to keep separate their business
ar.d personal lives.

These are just some of the variances

between American ar.d Japanese attitudes that can cause
misunderstanding and confusion in business dealings.

Thus,

the commercial relationship between the two nations depends on
social and cultural factors as well as on economic and
7
political ones.
Economic elements affecting trade between Japan and the
United States, however, are sometimes as nebulous to the
Western eye as are the cultural factors.

One clear difference

between the two economies is the fact that the U.S. is running
a rather large trade deficit with Japan.

In 1989 the U.S.

imported 93.8 billion dollars worth of Japanese goods, while
only selling 44.2 billion worth to the Japanese--a deficit of
49.6 billion dollars.

The burgeoning deficit has caused many

Americans to demand a political and/or economic solution.
reduce the imbalance, the U.S. has tried many of the
traditional techniques used to redress a trade

To
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disequilibrium.

It ha�_gotter. Japar. to relax mar.y of its

import barriers, to attempt to accelerate domestic demand and
tL exhort•its people to import more.

Ir. addition, the yen has

been raised agair.st the dollar 9 and the U.S. has pushed the
use of Voluntary Export Restraints (VERS) or. certain
All of these efforts have failed.lo

products.

Ir. fact, VERS

have not only not achieved the desired goal� but have also
actually caused higher prices to American consumers while
increasing profits for Japanese firms.11
Japan argues that its market is r.ow open to imports due
In

to its reductlor. of many tariffs and non-tariff barriers.
fact, this claim is true:
to imports.

it has reduced many formal barriers

Its argument about the openness of its markets,

however, would be more convincing "if most of its trading
partners were not voicing the same market-access complaints as
the admittedly export-indifferent United States." 12
Why, then, is it so difficult for companies to sell in
Japan?

Japan's distribution system is considered to be or.e of

the larger obstacles to selling to Japan.

Trading companies,

however, car. ofter. help shippers overcome the difficulties
·

'b

·

·
associated with distri utior..

13

.

.

Ar.ot h er 1 arge constraint is

the cultural bias which predisposes the Japanese to favor home14
grown products.

Ir. addition, domestic regulations

concerning health, safety and content can act as barriers to
exports.

Furthermore, the powerful farm lobby in Japan

effectively convinces politicians to protect many of its
interests by keeping competing products out of the country.
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For ir.star.ce, it is quite difficult to sell apples ar.d
cherries to Japar. due to farm lobby persuasior..15 Ar.other
example of an agricultural product which producers from other
lands canr.ot easily sell is rice:

foreign rice will not sell

profitably ir. Japar. due to heavy governmer.t subsidies to
Japar.ese rice farmers.

Two other barriers to imports include

the ir.dustrial structure ir. which some Japanese companies buy
from each other without ever. looking abroad, ar.d the rigid
Japanese pricing system for some imports.16
Thus, the U.S. complaint that Japar.'s markets are
ir.formally closed to a great extent seems justified.

However,

Japar.ese claims that ir. order to reduce its deficit the U.S.
should reduce cor.sumption, improve industrial productivity and
try harder to sell ir. Japar.

17

also appear valid.

Unfortur.ately, a discussion (the Structural Impediments
Initiative) between the Ur.ited States ar.d Japar. attempting to
analyze both of these opinions did r.ot bear much fruit due to
18
the widely varying views expressed.
Ir. spite of the rhetoric on both sides, the United States
does mar.age to sell quite a few of its exports to Japan.

In

1985 Japan took 10.6 percent of America's exports, ar.d ranked
second-place as a purchaser of products from the U.S. 19 In
addition, in spite of import barriers, Japan is the best
customer for American farmers, buying approximately 18 percent
of

u.s.

agricultural exports.

Japan Air Lines is also the

largest customer for U.S. manufactured goodsf 0
the

u.s.

Even though

runs a trade deficit with Japan, the average Japanese
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persor. in 1983 spent 204 U.S. dollars on Americar. products
while the average cor.sumer in the U.S. was sper.ding only 155

21
dollars on Japar.ese goods.

Thus, the general impression of

sparse sales of Americar. products to Japan is bleaker than
reality warrants.

Since Japar. is home to the second largest
22
consumer market in the free world, and since its people seem
to be heeding the call to cor.sume more, it seems true that in
spite of the difficulties, anyor.e "interested ir. .
exporting •

•

• would be foolish to ignore Japan. 11 23

Senator Bill Bradley has said that "No country is more
importar.t to our economic future than Japan. 11 24 As important

,,

as Japanese trade is to America, however, U.S. trade is even
more important to Japan:

a majority of Japan's exports are

sold to the United States. 25 Since the combined GNP of the
U.S. and Japan makes up a full one-third of the global GNP,26
it is ir. the interest of the er.tire world, as well as of the
United States and Japan, for the two countries to have a
prosperous trading relationship.

In the past, the U.S. has

largely followed a piecemeal approach to rectifying its trade
imbalance with Japan, complair.ing about trade barriers on a
, 27 Japan t s po 1 icy
•
•
1n
response to U.S.
product-by-product bas1s.

requests has been to demonstrate responsiveness, but not
r.ecessarily to induce adjustment in the bilateral
disequilibrium.

28

In the future, the United States needs to

follow a more ur.ified strategy, pursuing the causes of the

29 Japan, for its part,
malady, rather than its symptoms.
should make a genuine effort to administer real medicine,
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ir.stead of just a placebo.

Both natior.s r.eed to ir.gest the

idea that differer.t ways of doing busir.ess, as well as
differer.t people, car. live together quite nicely or. or.e
plar.et.

Virginia and Japar.
Sperry Corp., Du Pont, Philip Morris, Babcock and Wilcox,
and Wiley ar.d Wilson are promir.ent Virginia firms that want
their employees to speak Japanese.

They are taking advantage

of Japanese language courses taught at Virginia's community
colleges?O

Their ir.terest in Japan is not academic; learning

Japanese is a way to improve their business relatior.ships with
the prosperous island r.atior..
These firms are cognizant of the importance of the
Japar.ese market for Virgir.ia exporters.

Ur.like the United

31
States, Virginia runs a trade surplus with Japan.

Japan is

the second largest foreign market for Virginia's exports, and
it is the largest actual consumer of the Old Dominion's
products.

In 1989, exports from the Commonwealth to Japan

equalled over 800 million dollars, increasir.g 17 percent over
1988's figures.

32

One reasor. for the increase is the opening of the
Japanese tobacco market.

In 1989, sales of this commodity
3

rnakir.g up 23 percent
34
of the cornmor.wealth's tobacco sales worldwide.
In fact, the

from Virginia grew 72 percent over 1988:

Virginia tobacco giant Philip Morris would be seeing a net
decrease in sales if not for exports to Japan and other
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cour.tries� 5

Japar. has also recently oper.ed its market for

wood ar.d paper products ar.d reduced its tariff or. these
items� 6

Correspor.dir.gly, Virgir.ia sales of lumber ar.d paper

to Japar. ir. 1989 ir.creased 61.5 ?ercent ar.d 81.5 percer.t
respectively over 1988 levels�7

Sir.ce the Japanese have a

per.chant for seafood, a smart exporter could develop a scheme
to sell this Virgir.ia comestible to them.

To er.sure its

freshness, he could ship it by air from one of Virginia's
international airports.

As part of a seafood export

developmer.t program, samples of soft-shell blue crabs have
been sent to the Far East.

The value of soft shell crab

exports to Japan could potentially reach almost one million

· ·
·
Ran d a 11 E • Bow 1·1r.g, 1s
d o 11ars per year. 38 o r.e v·1rg1n1an,
profiting by selling flounder to the Japanese� 9

Ir. 1989,

fish products sold to Japan brought 248,000 dollars to the

40
Commor.wealth's exporters.

Barring a disaster, such as long-

term damage to Virginia's marine life from pollution, the
seafood industry has the potential to benefit from increased
exports to Japan.

Other Commonwealth items showir.g

significant increases ir. sales to Japan include textiles,
petroleum products, ar.d trar.sportatior. equipment.

Chemical

sales to Japan also remain strong, increasing in 1989 almost
30 percent over the 1988 level to equal over 68 million
dollars.

41

Coal sales to the island r.ation in 1989 amounted to
nearly 190 million dollars.

Yet this figure represents a 26

percer.t fall ir. sales from 1988.

Virginia's agricultural
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products experier.ced the most dramatic decrease ir. sales:
exports dropped 91.8 percer.t ir. 1989 from 1988.4 2

Bob Rich,

Ir.terr.atior.al Marketing Director for the Virginia Department
of Agriculture, states that it is difficult to determine why
the sale of agricultural products decreased so dramatically
sir.ce the category combines mar.y different agricultural items.4 3
Despite a declir.e in demar.d for some products, overall
the quar.tity of exports leaving Virgir.ia for Japar. is expected
to increase.

In additior. to factors listed above which will

affect the whole United States, Virginia has been
conscientiously courting Japanese businesses for some years
r.ow.

Governor Linwood Holton first visited Japan in the early

1970's� 4

In the 1980's Governor Baliles also traveled to

this prosperous islar.d, and inter.sely promoted Virginia's
products.

Recogr.izir.g the differences between the American

ar.d Japanese cultures, Baliles did his homework before leaving
for the islar.d.

He learned that the Japar.ese do not like a

boastful attitude, ar.d so did a soft-sell of Virginia's
goods.4 5

His speech at the meetir.g of the Southeast

U.S./Japar. Association in Japar. was impressive enough for a
reporter from a local paper to say it set him apart from the
.
.
. . ' s h ar d wor k seems to be
other attend1r.g goverr.ors.46 V1rg1r.1a

bearing fruit.

Mitsubishi, Mitsui, Sumitomo, the Japanese

Persor.al Computer Association, and other Japanese firms have
expressed a desire to help Virginia market its products in the
region.

Ir. additior., contacts Virginia made in Japan put it
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in a good positior. to help its compar.ies assess their
poter.tial to do busir.ess ir. the area�?
of Economic Developmer.t Curry Roberts:

Says former Secretary
there is r.o question

that Japan is eager to increase its purchases from our region� 8
Dr. Samuel Har.cock of Hancock International says that ir.
terms of exporting Virgir.ia is r.o differer.t from Wyoming.

He

says the strategies for exporting to Japan should be the same
regardless of the U.S. state�9

Or.e factor which separates

Virginia exporters from their counterparts on the West coast,
however, is distance; the Pacific states are several thousand
miles closer to their Japanese customers than are states in
the East.

Virginia compensates for the distance by

maintaining a preser.ce in Tokyo:
have offices ir. Tokyo.50

the VPA and the VDED both

Although compared with its

neighbors, Ter.nessee ar.d North Carolir.a, Virginia may have
lagged ir. "plucking the Asiar. plums,

11

51 Virginia has a

strategy involving hard work, patience and perseverance-
character qualities which the Japar.ese themselves value--ar.d
it seems to be working.
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Chapter Six
Car.ada

The Ur.ited States' r.eighbor to the North provides it with
the largest market for its exports.

Ir. 1987 the U.S. sold

59.8 billion dollars worth of exports to Canada; this figure
represer.ts 23.7 percer.t of total U.S. exports.
even more deper.der.t upor. trade with the U.S.

1

Car.ada is

Approximately 80

percer.t of Canadiar. exports are earmarked for American

2
cor.sumers.

Because of its proximity, the similarity of its

culture and political system to those of the United States,
ar.d its use of Er.glish as its main lar.guage, there is an
unfortunate tender.cy to take Car.ada for granted.

To the

chagrir. of Canadians, their cour.try is ofter. viewed by
Americans as simply a northerr. exter.sion of the United
States.

The Canadian fear of being swallowed by its southern

friend produced heated debate there on the Free Trade
Agreement (FTA) between the U.S.A. and Car.ada.

The

u.s.,

for

its part, stifled a yawr. as it assented to the new accord.
Signed by Canadian Prime Minister Brian Mulror.ey and U.S.
President Reagar. in January of 1988, the agreement was
ratified by both governments in 1988 and went into effect in
69
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Jar.uary of 1989.

The prir.cipal objectives of the pact are to

remove a wide rar.ge of trade barriers over a ter. year period
ar.d to set up a par.el to resolve trade disputes betweer. the
U.S. and Car.ada. 3
Both r.atior.s hope to gain from the Free Trade Agreemer.t.
Canada, however, is likely to derive a greater benefit.
Before obtair.ing the privilege of free trade with the United
States, Canada was one of few industrialized non-socialist
countries without unfettered access to a market of at least
100 million consumers�

Free trade with the U.S. will permit

Canadian manufacturers to produce on a more efficient scale�
In addition, Canadian producers are likely to increase their
sales in the U.S. by displacing previously protected American
products.

Furthermore, some Canadian goods may replace

imports from more efficier.t third countries which are still
plagued by U.S. trade barriers. 6

The method of dispute

resolution provided for by the FTA--using adjudication rather
than negotiation--also favors Car.ada.

Adjudication stresses

rights and obligatior.s rather than economic or political
power.

Since Canada is politically and economically · 1 eaker

than the U.S., it stands to ber.efit!
The new agreement will aid American exporters as well,
however, by making it easier for them to do business in
Canada.

In addition to the elimination of all tariffs and of

many non-tariff barriers, the FTA will make border crossing
easier for business travelers and will increase government
procurement opportunities, particularly for small
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8
bus1r.esses.
.

Free trade with Car.ada will prove particularly

advar.tageous for producers of items which Car.ada had
previously protected.

U.S. mar.ufacturers of furniture,

electrical equipment, miscellar.eous manufacturing and
chemicals star.d to benefit from the FTA.
Even before the Free Trade Agreemer.t was sigr.ed, however,
exporting to Car.ada was a profitable proposition for the U.S.
For one thing, most American products were permitted duty-free
Other factors aiding the

er.try before the FTA ratification:

sale of American products in Canada are not deper.dent or. the
trade agreemer.t.

For instance, Canadiar. opir.ior. about America

is generally positive, especially ir. Quebec, which is ar.tiCar.adian and pro-Americar..

Ir. additior., there is a good

partnership between the Canadian and American markets.
have the same business practices and similar money.
practical importance:
10

current,

We

Of

we both use the same electrical

transportation to Canada is relatively inexpensive,

and Canadian markets are easily accessible by rail, truck and
air. 11

Because of the relative ease of selling and shipping

to Car.ada, a compar.y interested in exporting might want to use
Car.ada as a testing grour.d; a product which sells well ir. the
U.S. will probably sell in Car.aaa:

2

Although Car.ada is the easiest foreign market for many
American companies to enter, there are several obstacles of
which exporters should be cognizant.

Ir. Jar.uary of 1991, a

goods and services tax took effect in Canada, equal to 7.5
percer.t of the item's value.

This tax is allowed even with
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the FTA.

Ir. additior., there are provir.cial, city ar.d federal

taxes or. imported �roductsI3
The marketir.g ar.d packagir.g of products for Car.ada is
similar to ir. the Ur.ited States.

For the most part, there are

or.ly subtle differer.ces, such as variar.ces ir. humor ar.d
slogar.s.

Or.e exceptior. is Quebec.

If an exporter wants to

sell there, he must ensure that he uses bilingual labeling as
it is a requiremer.t: 4

Ar. exporter should also be prepared to

employ a representative in Canada, since direct sale to an end
user is r.ot as common there as in the United States! 5

Virginia and Canada
Like the United States, Virginia depends on Canada as a
market f0r its exports.

It is not the top foreign destination

for the Old Dominion's products, but it is third from the
top.

In 1989 Virginia sold over 788 million dollars worth of

commodities to Car.ada, a 5.5 percent ir.crease from the
previous year.

Due to problems measuring exports, it is

predicted that these figures may even be lower thar. the actual
quar.tity of exports that left the Old Dominion for the
16
Canadian border.
A more accurate tally adds another 209
million dollars to the total amount sold in 1989.
with 1988, however, growth ir. 1989 was minimal:

17

Compared

sales of

Virginia products to Canada in 1988 were 39 percent higher
than exports during 1987)8

One reason given for the relative

slow-down in the rate of growth may be a general fear of the
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newly ratified Free Trade Agreement� 9

Changes often provoke

reluctant acceptance among individuals accustomed to a set way
of operating.

Once exporters realize that there is much more

to anticipate than to fear from the FTA, exports are likely to
It is predicted that an examination of 1990

pick up again.

export data will show that shipments to Canada in that year

20
. f act, .increase.
d.1d, 1n

The elimination of tariffs on manufactured goods should
prove especially beneficial to some Virginia exporters,
particularly those selling furniture and upholstered itemsf1
Virginia already sells a large quantity of chemicals to
Canada, and this is a product which is likely to be helped by
the FTA.
sector.

Rapid growth is also expected in the service
All Virginia exporters should find it easier to

2
compete ir. Canada due to the FTA, howeverf

Many Virgir.iar.s have known for some time the value of
selling to Canada.

In addition to chemicals, top Virginia

exports include transportation equipment, fabricated metal
products, industrial machinery, electronic components, rubber,
paper, textiles, primary metals and forestry products.
Virginia products experiencing notable growth in Canada
i�clude forestry products, miscellaneous manufactured goods,
waste & scraps and furniture.

Fabricated metal products win

the prize for greatest growth, however; sales of this
commodity to Canada in 1989 increased 354 percent over its
sales in 1988;

3
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Although there are no representatives from Commonwealth
agencies in Canada,

24

Virginia does seek to market its

products and services there.

The Virginia Department of World

Trade promoted the Commonwealth's goods in Canada by
participating in trade shows and educational seminars.

For

example, in May of 1990, five Virginia firms participated in
the Canadian High Technology Catalog Show, generating several
inquiries from Canadian buyersf5
The present is an opportune time for Virginia companies
to begin exporting to Canada, as the Free Trade Agreement
augments an already favorable environment for American
commodities.

A Virginia company interested in selling in

Canadian markets should also consider acting in the present a
necessity in order to gain a place in the market before it is
saturated by other American firms. 26

If the trend in

exporting from the Commonwealth continues, however, many of
the Old Dominion's companies are likely to realize the
advantages and profits of selling to America's Northern
neighbor.
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Chapter Seven
Latir: America

American r.ewscasters eagerly broadcastir.g the peaceful
revolutior.s in Easterr. Europe ger.erally have kept silent about
the dramatic changes south of the border.

In many Latin

American countries, dictatorships are giving way to
democracies, and unfruitful economic policies are being
reformed to permit freer trade}

During 1990 world residents

witnessed the liftir.g of protection for over 700 products in
the region, representing over 80 percent of all protected
manufactured products.

2

From the 1950's to the 1980's, the Latin Americar.
strategy for ecor.omic development was import substitution;
which is basically an attempt to develop domestic industry

4
t h rough various
.
f orms o f protection.
.

As witnessed by

burgeoning debt and inefficiency, the strategy was not
effective.

Protected from the threat of competition from

higher quality foreign-made products, local industries
complacently resisted innovation and produced second-rate
goods.

Today, however, many nations are embracing a new

strategy of building their economies by increasing revenue
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from exports.

Trade is a two-way street, however; to sell

products abroad, Latir. American nations must permit greater
access to their own markets.
They have been doir.g just that.

Almost all nations

withir. the region have recognized the importar.ce of
participatir.g in the global economy.

As a result, they have

lifted many import restrictions, including the reduction of
tariffs and the removal of protection from inept national
industries, forcing them to compete with their foreign
counterparts and hopefully modernize as a result�

The

liberalization of import restrictions has caused imports to
skyrocket�

Ecuador persists as the only South American

country that has recently tightened import restrictions:
Efforts toward free trade in specific countries include the
following examples:
o
o
o
o

Argentina has dropped thousar.ds of items from a list of
goods needing permission to be imported,
Brazil has eliminated non-tariff trade barriers and
lifted or reduced tariffs on 300 products,
The r.ew governmer.t of Chile has asserted that it will
mair.tain free. trade as a principle, and
Venezuela has announced the lowering of maximum tariffs
to 20 percent by 1993 and a desire for membership in the
GATT.8
These recent changes add fuel to an already strong

consensus that Latin America is a good market for U.S.
products.

Historically, the United States has been the

region's principal foreign supplier? and it remains so today,
with the U.S. in 1987 providing approximately 45 percent of
the region's imports:O

Another plus for U.S. businesses is
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that they are on familiar territory in Latin America.

Even

though the regior. has a history of goverr.ment interventior. ir.
economic affairs, it is r.o strar:ger to free er.terprise:

there

has always beer. a stror.g private sector.11 In additior., there
is a movemer.t towards greater privatization, which will likely
enhance the Americar. exporter's familiarity with the busir.ess
terrair..12

Another factor aiding the prospect of sales for

United States companies "is that domestic production in Latin
America car.not adequately meet the demands of its 438 million

. h a b.1tar.ts.13
1r.
Thus, the American exporter car. make a profit selling to
Latin America; however, first, he must overcome the risks.
Perhaps the greatest fear of someone selling to this region is
4
whether or not she will get paid. 1
Inflation and a shortage
.
l S Ir. add.1t1on,
.
of hard currency plague the reg1or..
Latin
America hns a tremendous debt of 400 billion dollars--much of
6
it ir. arrears--1 and creditors are nervous about loaning money
to finance trade deals.

The debt crisis has hurt American

exporters; between 1981, the year the crisis began, and 1989,
U.S. exports to Latin America dropped 30 percent.

17

ThiJ

represents a substantial loss in revenue for America,
particularly at a time when we are focused on our trade
deficit.

Thus, the U.S. stands to benefit from a reduction in

the Latin American debt.

One proposal to do that coming from

our side of the hemisphere was introduced by Treasury
Secretary Nicholas Brady.

It aims to reduce debt by
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encouragir.g new ir.vestmer.t ar.d by callir.g for commercial bar.ks
to negotiate debt reductior.s� 8

A salesperson does not have to

shur. this area until the debt is reduced, however; she just
needs to be more careful and perhaps do more research into
fir.ancing possibilities.

She should make use of a secure

payment agreement, such as the letter of credit, documents
.
t payment or ever. cas h 1n
aga1ns
ad vance.19
.

In addition, ar.

exporter may want to make use of less traditional means of
financing, such as forfaits or countertrade.

Support may also

be available from the World Bank, the Inter-American
Development Bank, Eximbank and the FCIA�

O

In the final

analysis, however, the exporter may likely have to assume some
of the risk herself, and will, therefore, need to judge
whether her potential profit justifies the hazard.
Exporters to Latin America should be aware of other
factors which may affect their sales to the region.

Since

much of the area is poor, there are obstacles--other than debt
and lack of hard currency--that affect commerce.
21

.
d equate 1r.
some areas h ave an 1na
. f rastructure,

product distribution.

For example,
hampering

Ir. additior., because the recovering

economies are so fragile, global disturbar.ces may fracture
them more easily than other parts of the world.

For instance,

an oil price hike would hit them harder than it would the
.
22
· 1 1ze
· d nations,
. recovery and, her.ce,
affect.1r.g the1r
industr1a
their ability to buy imported goods.
Ever. though privatizatior. is char.ging the way business
takes place in many South American nations, the governments
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there still closely scrutir.ize mar.y foreigr. trade deals.

A

Latir. Americar. busir.ess partr.er, however, car. help overcome
this obstacle by assistir.g ir. the r.avigatior. of the various
23
goverr.mer.t checklists.
Like most of America's customers, the people of Latin
America speak a differer.t lar.guage ar.d are of a different
culture.

However, Christir.e Walborn-Couturier of the Virgir.ia

Departmer.t of Ecor.omic Development, states that commercially
Latin habits and patterns are similar to those of the United
States, and that they are every bit as up to date in office
technology as businesses within the

u.s.24

Common Markets
Another integral part of the Latin American commercial
psyche is its formation of common markets.
trade groups include:

The key regional

the Latin American Integration

Associatior., the Andean Common Market and the Central American
Common Market.

Their formation is r.ot proceeding at the pace

of European integration, however, and in spite of the groups,

25
. . .
.
.
.
there are st1l 1 b1 1 atera 1 1n1t1at1ves.

Expar. d 1r.g
·
or. the

idea of the regional free trade alliance, President Bush
recently called for a hemispheric free trade area, including
the United States, along the lines of the free trade agreement
proposed between the U.S. ar.d Mexico.

The enactment of such

an agreement in the near future seems unlikely, however, in
part because of a lack of Latin American consensus on the
26
sub.Ject.
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Mexico
Because it is a next-door r.eighbor to the U.S., Mexico's
trade relatior.ship with America differs from those of other
Latir. American cour.tries.

For Mexico the American market is

the ''mainstay of its economic growth."

It is highly deper.dent

upor. the Ur.ited States, sendir.g ir. recent years over 70
percent of its exports to and receiving two-thirds of its
.
1mpor ts from 1'ts N orthern ne1g
' hbor.27

Thus, the United States

also relies upon Mexico for a good percentage of its trade.
Mexico is the third largest market for American exports,28
is the fourth largest supplier of imports to the

u.s� 9

and

The

relationship between the two countries should be compatible,
as they both have somethir.g that the .other needs:

the U.S.

has technology and heavy machinery, and Mexico has oil, raw
O
materials and cheap labor�

As a developing country, Mexico

does not have domestic access to the technology which it needs
to further develop.

Its lack of high-tech products is

compounded by the problem ubiquitous ir. Latin America, i.e.,
cash shortage.
severe.

Ir. 1981, Mexic0 had amassed the second largest debt

among all LDC's.
dollars.

For Mexico, the situation is especially

31

By 1987, it owed well over 100 billion

Thus, it is clear that Mexico needs U.S. capital

in order to prosper.
One project designed to provide Mexico with capital and
the

u.s.

with cheap labor is the Maquiladora industry.

Under

this agreement, America sends components to Mexican factories
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(duty free); Mexicans assemble the parts; and the finished
products are exported--duty free--back to the United States.
The motivation behind the Maquiladora industry is to create
efficiency by producing commodities where the labor is less
32
.
expensive.
Genicom Corp. of Waynesboro, Virginia is one firm
participating in this type of project.

Ger.icom's Mexican

sister plant makes ribbons and assembles computer boards.
Fir.al assembly, testing ar.d metal work then takes place in
Waynesboro from where the product is shipped abroad) 3
Although some Americans feel bitter about maquiladoras,
believing that they take jobs away from workers in the United
States, others feel that the benefits of maquiladoras to
Americar.s outweigh the drawbacks.

Since it is in the American

interest to have a strong and prosperous Southern neighbor,
the U.S. should continue to seek trade opportunities which are
mutually advantageous.
Like the rest of Latin America, Mexico has followed a
protectionist trade policy for most of this century.

In

recer.t years, however, it has opened its markets to foreign
·�·
34
compet1L1on.

In 1986, Mexico entered the General Agreement

or. Tariffs and Trade (GATTI, thus agreeing to play by the
rules of the major trading nations.

Its relationship with the

United States has also improved recently and the two nations
have hammered out several trade agreements.

Ir. 1987 the U.S.

and Mexico set up a process to deal with bilateral trade
disputes, and in October of 1989 Mexico announced plans to
increase trade with the U.S. in key sectors like steel,
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textiles, autos ar.d electror.ics� 5

Of larger import, there may

soor. be a free trade agreemer.t betweer. the U.S. ar.d Mexico.
Ir. October, 1990, the Bush administratior. requested
cor.gressional authorization to begin talks with Mexico over a
poter.tial trade deal.

Barring Congressional disapproval, the

talks are to begin ir. earnest ir. mid-1991� 6

What the U.S.

wants from such a pact is more freedom for American banks to
do business in Mexico and a greater share of Mexican oil.
Mexico �ants a decrease in U.S. import curbs on Mexican steel
and textiles and permission for more Mexicans to work in the

u. s. 37

The sigr.ing of such an agreement could also lead the

continent closer to the possible formation of a North American
common market.

Latin American Export Opportunities
Ir. 1981, 20 percent of U.S. exports went to Latin
America, but by 1987 this percentage had fallen to 14
percent.38

However, the changing Latin American trade

policies described above should reduce this downward trend.
various products and services which the U.S. car. provide are
in demand in Latin America.

Trade opportunities exist in

construction projects, consumer goods, and in medical and high.

.

.

. d ustr1es exper1enc1ng the greatest
tech equipment.39 T h e 1n

growth in the region are electronics ar.d the information
sector, or "informatics" as it is known there. Safety and
security related products, such as computer software for image
identification and cameras for border or intruder control, are
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facing growir.g dernar.d�

O

Reduced tariffs and the easir.g of

trade restrictions, combir.ed with the maturir.g of the consumer
market for these products, promise considerable opportur.ity
for the U.S. businesses sellir.g them.

The returr. to free

market ecor.omics also offers opportunities for U.S. exporters
of capital goods, such as those needed to help build
41
infrastructure and aging machinery replacemer.ts.

Virginia and Latin America
Latir. America represer.ts Virgir.ia's fourth largest
regional export market.

The value of the Old Dominion's

products shipped there in 1989 equaled over 615 million
dollars, a 9.3 percent increase from 1988.

The major

commodities which Latin America buys from the Commonwealth are
coal, industrial machinery, chemicals, transportation

.
. componen t s.42 Braz1. 1 1s
equ1pmer.t an d e1ectron1c
. by f ar
Virginia's number one customer in the regior., buying over half
of all Commonwealth products sold to Latin America in 1989.
The product represer.ting the majority of its purchases in that
year was coal.

Braziliar. reforms that limit the use of

subsidized indigenous coal will likely increase its export of
this commodity from the Old Domir.ior..

43

The chief export ir.

1989 to Virginia's third largest customer, Argentina, was also
coal.44 However, Mexico--which is Virginia's second largest
export market--purchased no coal from the Old Dominion in
Its chief import from the Commonwealth in that year was
45
electronic components.

1989.
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One advar.tage Virgir.ia exporters who war.t to ship to
Latin America have is access to the Old Dominior.'s port
system; it offers excellent transportation links to Latin
America.46 Shipments between South America and the Virginia
Port of Hampton Roads represented just over 17 percent of
total tonnage passing through the port in 1986.

The majority

of shipments were directed towards Brazil, with over 20
vessels a month sailing between Hampton Roads and Brazil�

?

The Old Domir.ion is representej by one office in South
America:

a Virgir.ia Port Authority office located in

Brazil18

In additior. to this physical presence, the

Commonwealth takes part ir. various regional trade ever.ts.

The

Virgir.ia Department of Economic Development participates in at
least two trade events related to the region annually.

In

December of 1990, it attended such an event in Mexico City,
and it plans to participate in April 1 991 in a catalog show in
four South American countries:

49
Uruguay.

Chile, Brazil, Argentina, and

Virginia's participation in regional trade ever.ts

have borne fruit.

For example, the Virginia Department of

World Trade participated in Rep-Corn '88, a show which assists
U.S. firms in locating representatives, agents, distributors,
licensees, and joint venture partners.

As a result, 1,221

distribution/representation leads and almost 5,000 sales leads
were generated.

Sales from these leads the following year

50
were reported to total 27 million dollars.
Historically, Virginia and the U.S. have not emphasized
51
trade with Latin America.
The lack of focus on these mark ets

87

is unfortunate since there is a greater potential for exports
to the region than is beir.g tapped.

Ir. spite of the relative

lack of attention, however, the Commonwealth's exports to
Latin America are expected to ir.crease.

52

Whether they will

increase as much as is potentially possible remains to be
seen.
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Chapter Eight
Additional Regions cf Significance tc Exporters

THE FAR EAST (Hong Kcng, Taiwan, Korea, China)

The world's economic center has moved closer to the
Pacific Basin and farther from the Atlantic Basin in recent
years!

This transformation has affected the American export

flew; U.S. exports to Pacific Rim countries were 72 percent
2
higher in 1989 than in 1984.
American exports to the region
are being helped by the increasing value of the yen, which
makes U.S. goods more affordable in comparison to what the
Japanese are selling�

Of course, Japan leads in attempting

to usher in the "era c,f the Pacific."

H0wever, 0ther nations

in the region, particularly Heng Kong, Taiwan, and Korea, are
no longer eccncmic cubs; they have grown intc, full-fledged
tigers and their roar is getting louder.

Although Virginia's

sales to the region constitute only a small percentage of
total United States exports going there, they are not
insignificant.

The Old D0minicn does have a geographic

disadvantage relative to the nation's Western states since
they are closer to the nations cf the Far East.
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Former

93

Secretary cf Economic Development, Curry Roberts, states,
however, that Virginia has the potential to "be a bridge
between the Pacific Rim and Atlantic Rim countries.

4
11

The

Commonwealth definitely recognizes the value, both potentially
and currently, cf the East Asian markets for its exporters.
Former Governor Gerald Baliles visited the region three
times.

Part of the reason for the trade missions was to

improve opportur.ities for Virgir.ia's exporters.

In addition,

the state is represented by the Virginia Port Authority in
Hong Kong ar.d Korea and by the Virginia Department of
Agriculture and Consumer Services in Heng Kong?

The

Virginia Department of Economic Development has plans to
participate in a trade related event in Hong Kong in May of
this year.

6

United States Trade Representatives have

encouraged cigarette markets in the region to open to foreign
competition.

The resulting increase in tobacco sales has

helped the Virginia firms Philip Morris and Brown ar.d
Williamson offset a decline in tobacco sales from falling U.S.
consumption. 7

Virgir.ia firms manufacturing pollution control

equipment will also likely see a demand for their products in
Korea and Taiwan, since pollution is a serious problem there.
Virginians and other Americans wanting to export to the
regior. should be aware of the cultural peculiarities which
might affect their sales.

Although each country has its own

unique culture, in many ways the region's attitudes are
similar to those of Japan.

Similar to Japan, group decision

making is the norm, entertainment is a part of business,
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business cards are formally exchanged, and a smile does not
necessarily signal approval. 8

As in the case of selling to

Japan, an exporter to other Far Eastern nations must have
patience and perseverance in order to succeed.

Americans

should also be aware of a cultural maxim that holds that ideas
ought to be shared; because of this, intellectual property
rights are sometimes infringed upon. 9

Although reforms are

gradually offering more protection, extra care should still be
taken to protect trademarks and logos: 0

Hong Kong
In 1997 this prosperous British crown colony will be
turned over to communist China.

As a result, opportunities

for exporters there may soon change and decrease.

Already the

United States Defense Department has put Hong Kong on a "watch
list," fearing the potential diversion of sensitive high tech
gear to China.

A significant volume of trade is at stake

since Hong Kong bought 3 billion dollars worth of high tech
equipment in 1989.

In fact, the American Chamber of Commerce

in Hong Kong warns that sales of this product could be
11

crippled by 1992 or 1993.

Basically, the future of Hong Kong

as a market for America's exports after 1997 is uncertain.
Whether Hong Kong will continue to purchase the same
a�d
•. type of goods from the Commonwealth also remains
•.
q Ua�t1·ty
uncertain.

In 1989 the British crown colony bought more from

the Old Dominion than any other market in the Far East, other
than Japan.

It purchased nearly 300 million dollars worth of
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Virginia's products, a 24.8 percent increase from 1988} 2

By

far the dominant commodity leaving the Commonwealth for Hong
Kong is tobacco.

In 1989 it constituted 87 percent of the

value of all Virginia goods exported to Hong Kong.

Food

products placed a distant second, with 13 million in sales } 3

Taiwa:-!
This islnnd nation has taken its place beside Japan as a
jewel in the Far East's economic crown.

Once a developing

region which was given little notice, except for its political
importance vis-a-vis mainland China, Taiwan today is strong
and on the move.
doubled.

Between 1987 and 1989, its economy nearly

Its foreign reserves equal approximately 75 billion

is
th e
dollars, an amount secon d on 1 y to J apan,14 an d it
.
.
15

world's 12th largest trader.

Its growing prosperity has been

transferred to its consumers who are willing to spend their
16
,
newly acquired wealth on a variety of goods and services.
Since the Taiwanese government has responded to its large
trade surplus with the United States by reducing many import
barriers, American exporters now have much greater access to
the Taiwanese consumer than just a few years ago.

Steps taken

by Taiwan include tariff cuts on over 3,500 items, a 57
percent appreciation of the New Taiwan dollar against the U.S.
dollar, increased protection of intellectual property rights,
and the adoption of a policy by state-owned enterprises to buy
17
.
In-addition,
American products when they are competitive.
the shifting of power to younger Western educated leaders
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promises a continuation of democratic reforms and increased
efforts to further liberalize the economy�

With Hong Kong's

future uncertain, Taiwan could potentially take its place as
.
. l center. 18
a� Asian commerc1a
Virginia sold a broad array of products to Taiwan in
1989.

Topping the list was industrial machinery with over 49

million dollars in sales.
sold well.

19

Tobacco, coal and chemicals also

Taiwan placed just after Hong Kong as a market

for Virginia's exports in 1989, with sales decreasir.g
slightly, but still equalling over 175 million dollars� O

Due

to efforts both by Taiwan to increase imports and by Vtrginia
to tap into this lucrative market, sales by the Commonwealth's
exporters to Taiwan are likely to increase.

Areas of

particular promise for Virginia's exporters include:
products,

pharmaceuticals,

21

consumer

and pollution control equipmentf 2

(South) Korea
Even as North Korea is living in a totalitarian ice age,
South Korea is becoming a prosperous nation.

Its economy is

robust and growing--real growth in the GN� equalled 12 percent
in 1986--antl it has a large trade surplus, both with the
23
United States and with the globe.
Nevertheless, it is
affected by political uncertainty, visible in the student
riots that frequently erupt there, and in 1986 it had a
24
Thus, Korea is a nation
foreign debt of 47 billion dollars.
-c1·-g
exper 1· e..
.• the pangs of adolescence; it is not yet fully
developed but it is clearly on its way.
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In 1989 Korea had a 10 billion dollar trade surplus with
25
the United States.
This large figure could potentially cause
a protectionist stance in the U.S. against the Koreans and
they know it.

Anxious to avoid offense to the country that

buys .40 percent of its exports,
l.1 bera l.1ze d

the Korean government has
·

27
· t s on 1mpor t s.
some o f 1. t s cons t ra1n

28
Nevertheless, trade barriers still remain relatively high.
Thus, products that tie into the Korean government's economic

d eve1opment goa 1s h ave a bet t er c h ance o f se11.1ng.29
Technology and equipment needed for industrial growth might
0
Products which Korea already imports or
fit the bill here.3
which it produces inefficiently are also good bets for
American exporters.31

In addition to a relative decrease in

import barriers, American exports have also been helped by a
depreciation of the U.S. dollar against the Korean won.32 As a
result, U.S. exports to Korea have increased; in 1988 they
grew 41 percent, making Korea the seventh largest export
market f or Unc 1e Sam.

S trong

f uture

. pred.1cte d33
growth 1s
.

Korea is Virginia's fourth largest export market in the
Far East, buying over 144 million dollars' worth of products
from the Old Dominion in 1989.

34

Korea's expanding steel

industry, a key part of its industrial development, has fueled
35
Sales of coal from the
Korea's demand for Virginia's coal.
Commonwealth to Korea almost doubled between 1987 and 1989,
and it is expected to double again by 1995.

37

Over 63 million

dollars worth was sold in 1989, making it Virginia's top
38

export to Korea.

36

The increased demand for coal may also
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create oppcrtunities for Virginia firms specializing in coal
39

related technology.

Other Virginia products likely to be in

future demand include hard and softwood pulp, chemicals,
telecommunicaticns equipmentf
equipment.

41

0

tobacco, and pollution contrcl

The Commonwealth's efforts to promote exports to

Korea are varied.

In addition to Korea's inclusion on former

Governor Baliles' foreign travel itinerary, the Virginia
Department of World Trade coordinated the participation of
42
Virginia firms at a product show, and co-sponsored a Korean
buying mission which resulted in 56.3 million dollars' worth
43
of sales for the Commonwealth.
In 1988, sales from Virginia
44
to Korea increased 78 percent, more than the national
average.

If trends persist, sales will continue to increase.

China
As a communist country, China's economy is centrally
planned and foreign trade is controlled by a vast, confusing
bureaucracy.

Thus, China qualifies as the Asian nation

presenting the biggest challenge to American exporters.

45

Although China's open door policy meant greater opportunities
for exporters, the vicious crackdown in Tiananmen Square
served to isolate China from the trading world.

As a result

of the Chinese government's repression and murder of
protesters in Tiananmen Square, many foreign lenders have
closed their purses to the Chinese and tourism has decreased.
Both of these factors decrease the amount of foreign exchange
available to the Chinese.

As a result, China may have to
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import less, using the hard currency it does have to service
its debt� 6
Because of the lack of hard currency, anyone interested
in selling to China may need to consider alternative financing
methods, such as countertrade.

Dr. Cheng, president of

Eastern Computers, Inc., of Virginia Beach, suggests the use
of a good interpreter in dealing with the Chinese since they
are naive about Western goods and may not, for instance,
realize that they need to buy software if they are buying
hardware.

He also says that they will not dicker with a

salesperson; if they do not like the price, they will simply
walk away.

47

Virginia's exports to China doubled between 1988 and 1989
to 100 million dollars in spite of the troubles there after
Tiananmen Square.

China ranks fifth as a Far Eastern market

48
for the Commonwealth's exports.

Although China would like

to get its hands on high tech equipment, which Virginia has
the capacity to supply, the flow of this gear into China is
limited by CoCorn, an organization of Western states which
regulates the flow of technology into communist nations.

In

1989 the three main goods which the Old Dominion sold to China

. d ustr1a
. 1 machinery.
.
49
were chemicals, to bacco, an d 1n

Future

sales of these and other Virginia products to China remain
uncertain.
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THE MIDDLE EAST

American women whc would like to export tc the Middle
East will not find doors swinging open for them.

The Islamic

culture and religion--which are intertwined with government,
law and business--regard women as second class citizens.
region denies many rights to half of its population.

The

For

instance, women may not leave Sudan without being accompanied
50
by a brother, father or husband, and the women of Saudi
Arabia will break the law if they attempt to drive.

Needless

to say, such an environment does not welcome any women seeking
to do business on equal terms with the men of the region; if
anything, the antipathy towards Western, and particularly
American women, is even more fierce than towards women in
general.
Nor will American men find the present a propitious time
to execute trade deals with most of the Middle East either, in
part, of course, because of the recent war.

The war was an

explosive manifestation of the political instability which
plagues the area.

Stuart Perkins of the Virginia Department

of Economic Development identifies the region's volatility as
the main drawback to trade.

He says that long-term

relationships are the key to exporting, but that the
possibility of maintaining them in this region is
51
questionable.
other factors discouraging American businesses from
exporting to the Middle East include a lack of market data,
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language and cultural differences, foreign exchange
52
restrictions or shortages, and logistical problems.

The

sight of people in some countries burning American flags and
chanting anti-Western slogans does not encourage exporters to
sell to this region either.
The region is not entirely inimical to imports, however.
Israel, a Jewish rather than Arab state, maintains good
relations with the United States, and it imported almost three
53
In 1985, it
billion dollars worth of American goods in 1989.
54
Because of Israel's
signed a trade agreement with the u.s.
hostilities with its Arab neighbors, it has no nearby trading
partners. 55some of the other Middle-Eastern states appeal to
exporters because they are rich from oil and can easily pay
for what they buy.56 Affluence does not bless all nations of
the region, however.

The Soviet Union, Hungary,

Czechoslovakia and Bulgaria are owed up to 85 billion dollars-
much of it for weapons--mainly by Middle-Eastern states,
including Iran, Iraq, Syria and Libya.

The repayment of all

57
of the debt is unlikely.

Virginia and the Middle East
Because of the war, Virginia lost two important export
markets in the region:

Iraq and Kuwait.

Exports from

Virginia to Iraq had grown over 1300 percent between 1988 and
58
marking it as an area of potential for Virginia
1989,
exporters. 59of course, that prediction is no longer valid.
The current strife in the country and the continuation of
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economic sa�ctio�s eliminate Iraq as a market for Virginia's
exports.
Although Virginia could not trade with Kuwait during the
crisis in the Persia� Gulf, exports to this nation will soon
flow.

The public-private group, the Kuwait Redevelopment

Assistance Group (KRAG), begun by Gover�or Wilder and
monitored by VDED, seeks to match Kuwaiti rebuilding needs
with Virginia exporters and workers.6O

The cost of rebuilding

Kuwait is expected to be as much as 100 billion dollars.

61

According to Richmond's channel six news, Virginia is to be
awarded 30 million dollars worth of projects to rebuild
Kuwait.

In 1989 Kuwait represented the Commonwealth's third

largest market in the area, buying over 46 million dollars in
• •
62
V'irginia I s products.
Between 1987 and 1989, Virginia's exports to the Middle
East grew 36 percent, making it the fastest growing regional
market for the Old Dominion.

63

Statistics for the next

several years, however, will likely reveal that this trend was
short-term.

Stuart Perkins predicts a decrease in the

.
64
.
.
to the region.
.
. ' ' s expor ts going
quantity of Virginia
Nevertheless, demand for some Virginia products in the
area will continue unabated, and salesmen in the Old Dominion
will likely heed the temptation to meet the demand, in spite
of the difficulties.

Saudi Arabia, Virginia's biggest

customer in the region in 1989, imported almost 120 million
t h at year.65
.
dollars worth of to b acco in

Other Arab nations

also bought large quantities of this smokable commodity from
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the Commonwealth.66 Demand is also predicted for other
Virginia goods, including electronic components,
transportation equipment, industrial machinery, chemicals, and
construction equipment and materials�

7

When former Governor Baliles travelled to Egypt in March
of 1989, his main purpose was to promote Virginia's coal, but
he stumbled onto other potential export opportunities.

For

instance, he discovered that there may be markets there for
paper and cheap furniture, as well as a need for expertise in
building water purification facilities and dry docks�

8

Baliles also led the first major delegation from a U.S. state
to Israel in 1988.

No major immediate headway for Virginian

exporters resulted as a consequence of the trip.
insisted, however, that success takes time.

Baliles

For Baliles, the

best prize for courting the Israelis would be the
establishment later of joint ventures in which Virginia
companies could make Israel a ''duty-free shop" for goods bound
for Europe, since Israel has free trade agreements with both
69
the United States and the European Community.
Another trip by a Virginia official to the Middl -East
was recently undertaken by John D. Covaney, senior managing
director of marketing services for the Virginia Port
Authority.

He visited Kuwait as part of a goodwill group

celebrating Kuwait's liberation.

While there he met with top
70
Kuwaiti officials on behalf of KRAG.
Other than Governor Baliles' and Covaney's trips to the

region, Virginia's efforts at cracking the Middle-Eastern
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market have been limited.

No Virginia agencies are

represented there, and except for a Mid-East water technclogy
exhibit en the agenda for September of 1991, there are no
programs in which Virginia is planning to participate in the
near future.

The Commcnwealth is concentrating its efforts on

more fertile ground within the global marketplace? 1

Success

in the region requires a presence through exhibitions, catalog
shows and trade fairs, and through "proper representation."
It also requir�s respect for the culture and laws of the
area.

72

The ability and willingness of Virginians to meet

these criteria are questionable:

sometimes it takes more than

fertilizer to make the dessert bloom.
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THE SOVIET UNION AND EASTERN EUROPE

In the now well known scene, youths chisel away at the
crumbling Wall between East and West Berlin, the concrete
symbol of the East's self-confinement from the West.

With the

Wall down, not only can the people of the East travel into the
West to sightsee, but the people of the West can venture into
the East to do business.

It is, of course, the political and

economic transformation of the Soviet Union and Eastern Europe
(Note: Although many prefer the region to be described as
"Central Europe," ''Eastern Europe" is used here because it is
the more familiar description.

It is also acknowledged that

much of the Soviet Union is part of Eastern Europe, but it is
listed separately to make descriptions easier) which make
these regions significant for U.S. exporters; there is
excitement over the opening of such a large market of
consumers to the trade aspirations of Western capitalists.
The area has potential.

Historically and currently, however,

U.S. trade with the region is insignificant.

In 1989 U.S.

exports to Eastern Europe and the Soviet Union amounted to a
73

mere 1.6 percent of global American exports.

The shop doors

in the East are open; but clerks working within them are
inexperienced and they are using abacuses instead of cash
registers.

In other words, Eastern Europe and the Soviet

Union have to travel a long way before they will be in the
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same shopping center with the more advanced free market
economies of the West.
Americans seeking to export to the region encounter a
variety of difficulties.

The main problem is getting paid.

Foreign exchange is scarce in both the USSR and in Eastern
Europe.

The Soviet ruble is currently not convertible into

hard currency, but there are plans to make it so by 1994 or
1995.
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Until more foreign exchange is available, exporters to

the region may need to look into alternative financing
methods, such as countertrade.
Inflation is also an impediment.

Economists say

inflation is natural during the transition from a planned to a
market economy; when more products become available under the
new system, prices will stabilize, they say.

The vast

quantity of problems which have festered in Eastern Europe
during decades of Soviet control place it beyond the scope of
many economic models, however.

For example, inflation could

run wild in the region for quite some time meaning that
Western products may become too expensive7 5

In the meantime,

Eastern Europe and the Soviet Union may continue their trend
of buying only "essentials'' from the West; and any other items
they choose to purchase may be those which can be used
76
immediately, such as computers.
Other factors hampering American export efforts to the
region are those experienced by developing countries
everywhere--only these factors are intensified by the area's
lack of experience in free market economics.

In some places,
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there is an inability to provide the most rudimentary business
services, such as adequate hotels, intercity transportation,
working phones and fax machines!

7

In addition, the

distribution networks are unreliable! 8

Basically, the overall

business culture is less developed! 9
National security concerns also restrict the sale of
American products to Eastern Europe and the Soviet Union.

In

addition to wanting to prevent the Soviet acquisition of
technology which might help its military machine, the U.S. is
also concerned that an unrestrained flow of goods and services
to the Soviet Union might affect the global balance of power
to the benefit of the USSR�

O

Although the U.S. recognizes

that the nations of Eastern Europe are now independent of the
Soviet Union, William Rudman, Undersecretary of Defense for
Trade Security Policy, says that intelligence sharing with the
81

KGB still goes on in Eastern Europe.

Thus, even though the

Bush administration is committed to distinguishing between its
export control policy for the Soviet Union and for other
Eastern European nations, it sees a need for safeguards to
prohibit the unauthorized diversion of technology to the
82
Soviet Union.
The U.S. hesitation to form a more liberal trade policy
towards the Soviet Union is criticized by some, however.

u.s.

The

position in a new world order which focuses on economic

power may be damaged if it sits back while other nations
capitalize on potential profits in the USSR.8 3
untapped market of 2 8 0 million Soviet consumers

Naturally, an

84

is not going
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unnoticed by America's economic competitors.

Western Europe

has been quietly building links with the East for years;

85

and

it has the advantage of closer proximity and better language
skills.

86

The U.S. may need to weigh its need for a good

position vis-a-vis its economic competitors in the coming
world order against some of its traditional fears about the
Soviet Union.
Attempting to gain a slice of the possible Soviet pie,
President Bush signed a trade agreement with President
Gorbachev in June of 1990.

Among other things, it aims to

establish a basis for converting Russian rubles into dollars
and to improve protection for U.S. patents, copyrights and
trademarks in the Soviet Union.

It also is expected to lower
87
.
U.S. tariffs on some Soviet products.
Before the agreement

can take effect, however, it must be ratified by the U.S.
Senate.

As of February, 1991, it has not been.

Elizabeth

Feldstein of U.S. Senator Robb's office states that it will
88
probably be considered in the Summer of 1991.
A similar
agreement signed by Nixon and Brezhnev was struck down by
89
Congress in 1972.
The situation in the Soviet Union is so
politically volatile at present that actions there, such as a
more severe crackdown on the Baltic states, may harden the
Senate against the trade deal.

Export Opportunities
Because the Soviets and other Eastern Europeans are not
in a position to import very much at the present time, there
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is a greater cppcrtunity fer investment there than fer
experting.

The twc wcrds used mcst frequently in the

vccabulary of a:: American business perscn interested in the
regie,:: are "jcint venture."

As part e,f trade reforms in the

Scviet U::io::, Gorbachev· signed a decree 0:1 the establishme::1t
of joint ventures, allowing Wester:: partners to ow:: up to 90
percent cf an cperatio::; the Western partner can also be the
general director e,f a joint venture enterprise? 0

Eight

hundred jcint venture agreeme::1ts were signed in 1989:

1

The potential for more direct forms of exporting exist,
however.
hungry.

Starved of even basic staples for years, the area is
There is an interest in almost anything which the

West wants tc sell, and the voices of consumers are now
audible.

U.S. prcducts with the greatest export potential to

the soviet Unicn include food processing equipment,
manufactured housing, chemical products, medical supplies,
paper products, heavy machinery and waste treatment
services.92

Because the Soviet Union has the largest railre,ad

system in �he world, there may alsc soon be demand for
93
.
improved transportaticn equipment.
As stated earlier,
however, individuals selling these products to the Soviet
Unicn will need to depend on alternative financing methods,
since the ruble is not co::1vertible into hard currency.
In Eastern Europe, the most urgent demand may be for
pollution contrcl and clean-up equipment and technology.
While living under the rule cf communist authorities, their
factories "did ::1ot pollute" so scrubbers and other devices
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were n0t used.

As a result, p0lluti0n has reached absolutely

intolerable levels.

One 0f the myriad rep0rts exemplifying

the h0rrible quantity of p0llution is that children in s0me
places go into salt mines to breathe better air.

In the

secti0n 0f Germany which was once East Germany, the people
currently are in need 0f 3,000 sewage treatment plants� 4

At

least the residents there will be able to buy what they need.
The reunification of Germany is expected to help them--as well
as Americans selling to them--because the conversion of soft
East German money into the West German mark combined with
assistance from the country's western half to its eastern part
will enable the former East Germans to pay for what they want
95
to import.
Other promising items for export from the u.s�
to Eastern Europe include telecommunications, food processing,
health care, business equipment and especially goods and
services needed for economic restructuring:

6

So the people in Eastern Europe and the Soviet Union are
hungry--in fact, starving for Western goods and services.
Like destitute people everywhere, however, their pockets are
empty.

The curtain which kept them empty has been lifted,

though, so there is the potential that they will not always be
that way.

Based on this hope, American and Western business

people are looking eagerly towards the East.

Virginia, the Soviet Union and Eastern Europe
Like their counterparts in the other forty-nine American
states, this region is significant to Virginia's exporters,
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not because of past or current sales--Eastern Europe and the
Soviet Union ranked last in 1989 of all global regions
receiving Virginia products97 --but because of the potential
for increased exports in the future.

Virginia has made much

less headway than the nation as a whole in expanding its sales
to this area, however.

For instance, the United States

increased its exports to the Soviet Union and Eastern Europe
by 39 percent between 1988 and 1989.

By contrast, Virginia's

sales to the region in the same period dropped 22.6
percent.9 8

99

Yet, there is a demand for what Virginia makes.

Governor Wilder has said that "Virginia produces many of the
key building blocks for economic growth in these (Eastern
100
European) countries".
The obstacles listed above make their
sale to the region difficult.

In addition, the Soviets and

the Eastern Europeans lack the commercial advantage which most
of the world has:

access to Virginia's ports.

Existing rules

barring Communist Bloc vessels from Hampton Roads stiLl apply
to ships coming from the Soviet Union and Eastern Europe.

Bob

Rich, Director of International Marketing for the VDACS,
predicts that the rules prohibiting these vessels from using
the Commonwealth's ports will not change any time in the near
future.
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Another reason for Virginia's poor sales record to the
nations of Eastern Europe and the Soviet Union is that demand
there for the Old Dominion's top two products, coal and
102
As freedom allows concerns for
tobacco, has been slight.
the environment to be voiced, however, demand for Virginia's
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clean burning coal may increase.

In fact, Virginia's coal

industry could become a leading supplier to Eastern Europe,
replacing the brown coal which is high in sulfur and ash
content that is currently used in much of heavy industryJ 0 3
Pollution is creating a demand for other of the
Commonwealth's goods and services.

The Virginia Department of

Economic Development is participating with the University of
Virginia in a pollution control equipment study with potential
sales to Eastern Europe! 04

Additional opportunities for

cooperation between Virginia and Eastern European research
institutes on pollution related subjects may arise, creating a
window for exports.

For instance, Virginia university

professionals experienced in handling fly ash could tutor
Eastern Europeans facing the same problem� OS
Some Virginia firms are also taking part in the popular
joint venture.

Reynolds International, a wholly-owned

subsidiary of Reynolds Metals, has a $200 million aluminum
foil production plant in Siberia; some of its product is
consumed in the Soviet Union and the rest is re-exported
worldwide.

It plans to expand this type of venture ir�o

Eastern Europe.
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In 1989 the top importer of Virginia's products in
Eastern Europe was Yugoslavia.

The value of the

commonwealth's exports going there was almost $20.2 million, a
50 percent decrease from 1987.

Hungary placed a distant

second with almost $6 million in purchases from the Old
Dominion, and Poland placed third.

In the same year, the

113

Soviet Union imported approximately $7 million worth of
107
V•1rg1n1a
, , I s goods.
Virginia's poor export performance in this region
relative to other American states indicates a need for
increased vigilance in seeking opportunities to sell there.
Just as the

U.S. must compete with other Western nations for a

share of this regional market, Virginia competes with other
American states.

It needs to stay abreast of all political

and economic changes there and in the United States which may
open doors for exports, and it needs to step inside this trade
arena before the room is full, or before an unforeseen wind
blows the door shut.
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Chapter Nine
Conclusion

As frequently happens in international relations, the
recipe for power has changed, along with the nations
possessing it.

The equation for power today stresses economic

as much as military might.

Although America's position as a

military superpower continues undisputed, whether it will
remain an economic superpower into the next century will
depend on its response to current challenges from the
international community.

Japan and the European Community are

America's allies, but they are also economic competitors.
While the United States can benefit from the wealth of its
neighbors, it can only do so if it is an active participant in
the global marketplace.
As revealed by America's trade deficit, it has been
importing more than it has been exporting.

The popular

isolationist sentiment which was extended from political to
commercial matters for most of America's history is no longer
a permissible luxury.

The unification of the globe into one

giant marketplace means that the United States will have to
take part or be left out, in which case it will forfeit its
121
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economic superpower status.

To play an active role, the U.S.

needs to learn more about foreign cultures, political systems,
and economic structures.

Girded with this much needed

information, it will be better able to meet the demands of its
new customers in Seoul, Glasgow, Buenos Aires, and other parts
of the world.

The quantity of its exports, and,

correspondingly, its economic power will then increase.
One feature of the new expanded marketplace is the role
which subnational actors are able to play in it.

Within the

United States, individual states are realizing that the
federal government cannot always best represent their
interests, so they are endeavoring to promote these interests
themselves.

Without the constraint of a nation-size

bureaucracy, states are able to be more responsive than the
Federal government to local concerns.

They also have greater

maneuverability than the nation as a whole; although the
Constitution places some limits on what the states can do,
their smaller size allows them to formulate and follow through
on various policies without navigating an overly sticky web of
Red Tape.
Typical, and relatively recent, state actions include the
establishment of offices in foreign countries, and the
undertaking of trade missions by Governors.

Virginia has

participated in both of these types of efforts, as well as in
many others.

Virginia can be lauded for its development of an

adequate infrastructure to meet the demands of foreign trade.
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A significant investment has been put into the Port at Hampton
Roads, so that it might attract more business.

The efforts

undertaken formerly by VDWT and currently by VDED and the
VDACS can also be applauded, as well as actions by former
Governor Baliles.

For the future, the Commonwealth might

consider a more comprehensive strategy, such as the XPORT
program undertaken by New York and New Jersey.

XPORT is a

trading company that basically adopts small to medium-size
companies that want to export, assisting them through every
step of the export process, from market research to guidance
1
after contact with a potential buyer has been made.
The current strategy in Virginia can be viewed as a
success, however.

The quantity of exports leaving the

Commonwealth has greatly increased in recent years.

The

booming export sector has contributed to the overall well
being of Virginia's citizens, creating jobs and adding money
to the state's coffers.

Continued success in exporting, as in

any other field, however, requires vigilant hard work and
ongoing innovation.
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